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IXTRODUCTrOX 


“ Federal FiiKJiu-e in Peace and War " is an Enquiry complementary to 
that made into the burden of taxation,^ and has been undertaken in 
consultation with the National Institute of Economic and Social Research, 
without whose assistance it could never have been instituted. It has in¬ 
volved a somewhat minute study of the Budgets and other Financial State¬ 
ments of the United States of America, Canada, Australia, South Africa and 
India. These countries were selected because they possess fundamental 
constitutional likenesses and (“ontinuity of history, wliich make tlie treat¬ 
ment of their systems of public finance a suitable sinp;le field of study. 
It was decided to restrict the Encpiiry for two reasons. In the first 
place, it M^as not possible' to cover all Federations in the world, such as 
Switzerland, Germany, Russia, Mexico, Brazil and the Argentine, and, 
s('condly,a description of the temporary structures of totalitarian countries, 
such as Germany, would be larf^ely depi'iident upon political analysis. 
Municipal as well as Provincial or State finance has been examined as 
it is litimately connected with the Centra] or Federal Government’s 
finance. The years chosen for examination include the pre-rearmament 
year 1937-38 and a recemt war year, usually 1941-42. The effects of the 
jrreatest depression of the macdiine a^c', that of 1929-32, have been so 
widespread as to affect to a very rc'markable de^jjree the tax structures, 
and on this account crisis finance could not be omitted. 

It is well known that a Budnret covers only part of a nation’s economic 
and financial activity and, therefore, in the early sta^e.s of the Enquiry 
it waLS realised that a study of the National Income technique of Publit; 
Finance had to be considered. This meant that attention had to be f^iven 
to the National Income, Public Expenditures and Public Debt, apart 
altof!;ether from a study of the tax structure's of the countries and of the 
units in the Federations. It has been rightly pointed out that a Budget 
is not a balance-sheet in which all assets and liabilities of the concern are 
given, but is similar to a Profit and Loss account of a business enterprise, 
only the changes arc over a twelvemonth. The Budget itself is no 
longer regarded as the national balance-sheet but only a part of it. 
In short, we have to take into consideration the quantitative estimate 

^ Gr. Findlay Shiiraa and L. Uostas, The Bvrden of British Taxation. The National 
Institute of Efonomic and Social Rost^arth Studiofl No. 2, Cambridge University Press, 
1942, also American Edition, The Macmillan Company, Now York, Jan. 1943. 
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of the whole economic activity of the country and not merely the 
croHS-aection of it with which the Government is concerned. When 
unemployment is at its worst an expansion, and not a contraction, 
of public expenditure to meet the decline in tax revenue is essential. 
It is only within recent years that in official circles it has been realised 
that unemployment could be avoided by a policy of regular and large 
Government expenditure.^ Deficits are not, as Gladstonian finance always 
regarded them, thoroughly bad in themselves and to be avoided; 
they are even desirable for the stabilisation of economic life. Nothing 
has been so revolutionary in public finance in recent years as this idea of 
the inclusion of items hitherto undreamt of in the philosophy of budgetary 
finance. Since 1941 annual tax proposals have been based on an examina¬ 
tion of file nation’s total income and expenditure as set out in the White 
Ihiper on “ The Analysis of the Sources of War Finance and an Estimate 
of the National Income and Expenditure From this the so-called 
“ Inflationary gap ” can be raeavsured. We have to consider not merely 
the domestic expenditure and revenue of the Government but overseas 
resources, extra-Budgetary receipts, sums available for investment as 
flepreciation in war-time cannot be made good, and, most important of all, 
new savings obtained through the National Savings movement and 
similar movements for investment. Similarly, there is the “ Deflationary 
gap ” 111 budgeting for full employment. The difference between the 
pot(‘ntial savings of the community, the savings if the national resources 
had b(*en fully used in production, and the actual loan expenditure on 
capital construction by private firms, individuals and local authorities 
other than the Central Government, has to be made good by the Govern¬ 
ment’s supplementing this regularly to the extent of the difference. It has 
also been realised that tax policy as well as expenditure has a part to play 
in economic stability. May not taxation play its part as a factor helping 
inflation or deflation, expansion or contraction ? May not a planned 
system of taxes be flexible enough to be used to increase or decrease 
saving or investment ? In the downward swing of the trade cycle, tax 
policy may remove maladjustments by a relatively light tax burden upoli 
spending and a relatively high tax burden on surplus savings. A tax 
policy might aim at reducing liquidity preference, e.g. in regard to un¬ 
distributed profits to prevent relapse and at another to prevent excessive 

' Accpptfvl by tbo UntiHh Ooveniment in 1944, lidr While Paper on Employment 
j>olicy (Cmd. tif)27), ‘‘ The Government acoopt aa one of their primary aims and roaponsi- 
bilitiee the maintenanee of a high and stable level of employment after the \iar.” 
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expansion by curtailing excessive profits. Iji both cases stability would 
Ix^ assisted. Even if purchasin^^ power is being restored by Ciovernment 
expenditures, a taxation policy is complcnienbary and worthy of examina¬ 
tion, as a tax system often has many taxes the effect of which is the 
curtailment, during a depression, of consumers’ purchasing power. In 
other words, the effects of a taxation policy must be considered ns well as 
a policy of public expenditures. Financial equilibrium is not merely 
equilibrium of Budgetary revenue and expenditure but equilibrium of the 
country’s annual income and expenditure, an equality between spendable 
income and available resources. This may indicate in the future, at all 
events in the countries of chief industrial importance, the very countries 
which tend to save too much, the presentation of a Capital Budget quite 
apart from a Revenue Budget. For this and other reasons in this Enquiry 
astudy of National Income, Public Expenditures and Public Debt has boon 
linked up with an analysis of tax structures. 

The report is divided into three parts. The first deals with the Scope 
and Method of the Enquiry and the Public Finance and National Economy 
of the oldest of the Federations, the United States, and a similar 
analysis of the Federations (*omprising the British Commonwealth — 
Canacia, Australia, South Africa and India. The tables in Part I are 
Summary tables and arr sot out in the table qf Contents. Part 11 consists 
of tlie general principles underlying the study of Part I with special 
riderence to intergovernmental financial relations, not merely as applied 
to conflicts between Fed(‘ral and State Governments, between State and 
Local Governments and Federal and Local Governments or between 
States of the Federation or between Nations, but also to financial 
ridations in regard to specific taxes and specific functions. It deals 
also with the solutions for these conflicts. Part III contains statistical 
tables other than the Summary tables in Part I. An Index has been 
prepared for facility of reference. 

I desire to place on record my deep sense of appreciation to the 
Governments which have not only provided official data but explanations 
regarding financial relations. My second duty is to thank the High Com¬ 
missioners of Canada, Australia, South Africa and India ; the Dominions 
Office ; the American Embassy in London ; the American Treasury 
Committee, over w^hich Professor Luther Gulick was Chairman ; the 
Rt. Hon. Viscount Bennett, P.C., K.C., LL.D., formerly Minister of 
Finance and, from 1930 to 1935, Prime Minister of Canada and member of 
the Council of University College, Exeter ; Dr. S. A. Cudmore, Dominions 



XVI 


FEDERAL FINANCE IN PEACE AND WAR 


Statiatician, Canada ; Proft*Hsor Haiff of Columbia University, New York 5 
Miss Mabel L. Walker, Director of the Tax Institute of the University of 
Pennsylvania ; and many other non-official experts. Mr. Henry Clay and 
Mr. Ceoffrey Crowther have acted as the Sub-Committee of the Institute 
connected with the Enquiry, and their judgment on various points 
has been of great value. Mrs. F. Stone, Secretary of the National 
Institute of Economics and Research, has always been most ready to serve 
the interests of the Enquiry, and her ability and tact have beam greatly 
appreciated. Ur. G. Ruse he and, especially, my Research student, 
Mr. J. R. L. Schneider, B.Sc., have assisted with the heavy statistical 
work, and Miss Joan Ambrose and Mrs. W. M. Timms have performed the 
secretarial work of the Enquiry with energy and success. Mrs. E. J. Condon 
greatly assisted with the proofs and with the Index. 


inr// Jumtarif 1944 


G. FINDLAY SHIKRAS 



PART I 


CHAPTER I 

THK SCOFF OF THE ENQUIRY 

In tlip Iiitrodiiolioti tlio limitation of the scope of the Enquiry has been 
dLscussc'd. Tin* selection of the years was intended to cover the pre-re¬ 
armament period and the war period as wtdl as the crisis of 1929 ^12 whicdi 
has had so lasting an effect on Federal Finance. The pie rearmament 
y(*ar of 1937 38 was taken as a most typical pre-rearmament year. 

In tin* last decade all Federal systems of ^ovt*rnment have been 
subjected to much strain, and the ipiestions underlying Federal Finance 
have received a n(*w emphasis. This has been especially true in the 
United State's ami in the F(*ileral State's of the British Commonwealth. 
The Federal State, as is known, rests on the assumption that sovereignty 
in a singh' State can be divided among sev(*ral Covernimnts which act 
independently of one anotln*r. Then* are always, however, two distinct 
and contlicting forces at work. In the first place, there is the unifying 
infliu'nce brought about by (‘ommon interests and common aims which 
can best be promot(*d by union. On the oth(*r hand, there is the desire of 
the States or Provinces and Local Authorities to preserve a large measure 
of their independence. A Federal State or Union is in fact a marriage of 
convenience. Interdependence reduces independence, and in recent 
years there has been a (continuous drive towards centralisation. It is 
here that the Federal dilemma lies. On the one hand, with the great 
increase of transport and communications and the growth of large-scale 
organisation there has been considerable integration in the Federal State, 
as was well shown in the great(*8t depression of the* machine age, the 
depression of 1929 32. There has been a great development of Govern¬ 
ment intervention in economic and social matters. In short, there is the 
move towards centralisatirjn, but, on the other hand, if the units do not 
resist this tendency towards centralisation, the Federal system may be 
seriously weakened at its foundations. With the rising costs of govern¬ 
ment, new activities are demanded and higher standards are required 
for old ones. This can be seen in the large increases in expenditures 
on development as well as on the social services in all the countries 
studied. All Governments, including Federal Governments, are increasing 
considerably their grip on the economic life. Governments to-day are 
taking a much larger share of the national income than ever before. In 

1 B 
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the tlTiited Slates, for example, Federal, State and Local taxes were the 
cr|uivalent of 4 per cent of the national income in 1850, 10 per cent in 
1900, between 20 and 25 per cent in the years inmiediately preceding the 
war, 28 per cent in 1940-41, and in 1941-42 at least one-third of the 
national income excluding the social security taxes. The total expendi¬ 
tures National, State and Local, as given in Table VI, Chapter III, show 
that the total expenditure as a percentage of the national income is not 
less than 41 per cent in 1942 as compared with 27 per cent in 1941. The 
Finance Minister of Canada has stated that the expenditures of the 
Dominion Government, including the assistance given to the United 
Kingdom but excluding all Provincial and Municipal expenditures, 
amounted in 1942 to nearly 50 per cent of the national income. Before 
the war it was estimated that Federal, Provincial and Municipal authorities 
spent from 25 to 30 per cent of the national income, and this included 
heavy expenditures for unemployment and agricultural relief. 

In periods of national emergency, State and Local Government 
Budgets are eclipsed by Federal Budgets, but in normal periods between 
war and depressions, State and Local expenditures have exceeded 
Federal expenditures. Thus, in the United States, although Federal 
revenues and expenditures have greatly expanded in the last ten years, it 
is only since th(‘ cuiTtmt fiscal year that Federal taxes have exceeded 
aggregat(‘ State and Local taxes. In Canada in 1937 Dominion taxation 
amounted to l$4G4 millions while Provincial and Municipal revenues were 
respectively !l|!244 millions and $309 millions. 

We discuss elsewhere the problem of competition and co-operation 
among taxing authorities in Federal State's, but it Avill be sufficient if we 
state here that this urge towards centralisation is cliaracteristic of the 
unification of the national economy and of the enormous growth in 
Govcuiinient spending. The taxation of surplus income through pro¬ 
gressive taxes is admirably suited for centralisation or Federal collection, 
and this is one of several reasons why, when Govermnents absorb a large 
fraction of the national income in taxation, the taxation system itself 
assumes great economic importance. 

With the passing of the Social Security Act of 1935 in the United 
States, the Federal Government increased its financial power considerably. 
In 1930 the grants to the States were less than $150 millions covering 
eleven State activities. Emergency grants in connexion with the depres¬ 
sion and the Social Security plan of the New Deal brought the total to 
about $800 millions in 1939, and the aided activities increased to twenty- 
one. About 14 per cent of the total revenues of the State Government 
now comes from Federal grants. Indeed, as will be seen later, there is 
springing up, in consequence of the dominance of Federal Government in 
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recent years, a new Federalism — a co-operative Federalism replacing the 
old Federalism in which the Federal or National Government and the units 
went their separate waj^ without regard to what the others were doing. 
Thus in one year, 1937, over one hundred statutes were passed by forty 
States to aid the United States Federal Housing Administration alone.^ 
The scale of Government action, in short, is now such that it affecCs to a 
very large degree the working of the national economy of a country, and 
tends ever}^^here to inereasi^ rather than to diminish. The competition 
between Federal, State and Local Governments for revenues is growing, 
and there is a decided lendeiu'v for the Federal authority to use its wider 
taxation powers to control tlu‘ layers of governnu'nt below it. There is a 
good deal of overlap])iug as we shall see. In the United States, for example, 
more than 90 per cent of combined Federal ^ind State tax yields come 
from common tax bases. Only custonLs duties are denied to the States 
and only the property tax and motor v(‘hicle duties are not available to 
the PVderal Government. Th(‘ multiplicity of tax authorities has been 
much in evidence in recent years. The number in tlie United States is 
usually estimated at 175,000. 

Anoth(*r interesting feature of Federalism is the changing nature of 
the tax systems of Fe(h*ral and State Governments which is in contrast 
to tlu‘ negligible changiss in local taxes. Customs duties and taxes on 
liquor and tobacco wer(‘, at the beginning of the piesent century, the 
main sources of Federal revenue in the United States; to-day they produce 
only one-fourth of the Federal tax revenues. At the present time State 
Governments are obtaining 75 per cent of their taxes from sources that 
were negligible or non-existent at the beginning of the century. Local 
Governments, on the other hand, still obtain a great proportion of their 
revenue from the taxation on property.- 

Events such as have been referred to in the above paragraphs have 
produced considerable discussion in recent years. A Royal Comniission 
on Dominion-Provincial Relations was ajipointed in Canada in August 
1937, and its Report in three volumes was submitted in March 1940 and 
published in March 1941.® 

This monumental Report will long be a locus cUissicus on Federal 

^ V. 0. Key, “ State Jx*gifllation Fat ilitative of Federal Action ”, Annals of the American 
Academy of Political and Social Science, .Jan. 1940. C^f. J. A. Curry, ” The Federal 
Ddenuna ”, Canadian Journal of Economics and Political Science, May 1941. 

^ Tax Relations among Governmental Units, Tax Policy I^eagiie, Now York, 1938; 
Mabel Newcomer, Taxation and Fiscal Folicy, New York, Columbia Proaa, 1940. 

® Ottawa, 1940 Vol. i, Canada: 18G7~lii3U \ vol. ii. Recommendations; vol. iii. 
Documentation. The Report waa accompanied by research aludiea prepared for the Royal 
CommiHsion including Comparative Statistics of Public Finance, British North American 
Federation, the Economic Background of Dominion-Provincial Relations, National 
Income, Labour Legislation and Social Services. See Appendix 1. 
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Fiiuincc. The CommiHsion was appointed because of general dissatis¬ 
faction in respect of Dominion-Provincial Relations, a dissatisfaction 
which reached an acute stage during the depression of 1929-32. Pro¬ 
vincial and Local Governments were unable to deal with unemployment 
and agricultural distress, and the resulting financial difficulties in regard 
to administrative responsibility meant a serious strain on national unity. 
By an amendment to the British North America Act, the Dominion was 
able to introduce, as from 1st July 1941, a nation-wide scheme of un- 
emj)loyinent insurance much tln^ same as that existing in the Unitefl 
Kingdom. As will be seen in Chapter IV on Canada, the Dominion 
Government decided to accept the Commission’s proposals to take over 
the whole burden of relief for the employable unemployed and their 
dependants, and so relieve the Provinces and, therefore, also the Municipal¬ 
ities. The Dominion Government also agreed to take over, as recom¬ 
mended by the Commission, the whole burden of Provincial net debt. 
In return for this, as recommended by the Commission, the Dominion 
Government was to have the exclusive right to tax personal incomes and 
corporations and to levy succession duties. National adjirstinent grants 
which were to be made to the Provinces were calculated to enable them 
to maintain an average Canadian standard of essential services with an 
average level of taxation. 

Similar discussions had been going on in the United States prior 
to the appointment of a Committee by the American Treasury. The 
Chairman of the Board of Governors of the Ferh'ral Reserve^ system, for 
example, addressed the National Tax Association at the University of 
Minnesota in October 1941 In this address the Chairman of the Board, 
Mr. Eccles, outlined some of the difficulties which were facing the United 
States to-day in some of the broader aspects of taxation. He pointed out 
that, (‘xeept during major w^ars, the State and Local Governments of the 
United States had only been much more important from the revenue 
point of view than tlu^ Federal Government, and it was only in the fiscal 
year 1941-42 that Federal taxes exceeded aggregate State and Local 
taxes. ]\lr. E(*cles stressed the importance of safeguarding against the 
danger of a relapse into what he called “ the intolerable conditions of 
the early 30’s by a “ long run plan for public investment, adapted to the 
differing needs and conditions of the different geographical areas of 
the United States ”. He outlined a scheme for productive public invest¬ 
ment which should be non-competitive with private enterprise and dealt 
with social security, old-age pensions and unemployment benefits. In his 

* Adtlre^a by MarriiiLH' S. Eoclos, (‘hairnian of the Board of (Tt)vornors of tho Federal 
Reserve at a meetjng of tho National Tux Assoeiation at the University of Minne¬ 

sota. Federal Reserve Bulletin^ Nov. 1941. 
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view he believed that if progressive taxes were to be the major element of 
the national tax structure, it would not be possible to continue the present 
system of having the Federal Government and the States levying taxes 
on individual and corporate incomes and transfers at death. Uniformity 
and equity could be attained, in his view, by making the total levied on 
income and on inheritance a matter for Federal control, and State 
revenues must tend more and more to consist of taxes shared with the 
Federal Government which already amount to 14 per crmt of State 
revenues. He added : “ Wc should continue to follow the broad policy 
that has grown out of these activities of leaving responsibility for initiative 
as to the type of activity to be undertaken in the hands of State and Local 
Government, to leave, wherever possible, the detailed administration in 
tlieir liands and to provide for Federal supervision only to the extent 
necessarv to ensure that funds are wisely, prudently and honestly used 
Ill view of these renuirks from so high an official, it was no surprise 
that Professor Luther Gulick was asked by the Treasury to conduct an 
Enquiry into the tax system of the United States with special reference 
to inteigovernmental financial relations. It is not, however, only in the 
Uniti*d States and t\inada that in recent years the problem of intergovern¬ 
mental financial relations has become acute, but also in other Federations 
wliicl we have studied. In Australia there have been since 1934 the 
Heporls of the Commonwealth Grants (commission, dealing with special 
subventions to the States of South Australia, Western Australia and 
Tasmania, in which the taxable capacity of these Provinces is shown to be 
less than in the more industrially advanced Provinces of Victoria and New 
South Whales. During 1941 the Commonwealth Government attempted to 
induce the Stutf's to accept a plan by which it would become the only 
autliority in Australia to levy income tax, the (Jominonwealth Government 
providing for the States out of the proceeds of its uniform taxation. The 
difficulty aris(‘s from the fact that the Federal Government is hampered 
because the amounts levied in State income tax are in some cases very 
high. Tlie taxpayer in Queensland, for example, has to pay to the State 
Treasurer more than twice as much as a taxpayer earning the same 
income in Victoria. All the State Premiers, except the Premier of South 
Australia, opposed the proposal of the Commonwealth Government at 
the Loan Council of Canberra at the end of June 1941. The difficulties 
can well be seen by the statement of the Premier of Victoria, who protested 
that it was proposed to penalise Victoria for her long record of prudent 
finance to relieve the extravagant States and, if the State vacated the 
income tax field, there would be a large increase in Federal taxation on 
low and medium size incomes in Victoria to bring the total taxation to 
that of Queensland and New South Wales. A Committee, consisting of 
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Prr)fp8sor R. C. Mills of Ryfliioy University, the Rif^ht Honourable J. H. 
Sciillin, Prime Minister of Australia 1929 31, and Mr. Spooner, subse¬ 
quently appointed to consider a scheme of uniform income taxation for 
the Commonwealth, presented a Report recommending that the Common¬ 
wealth alone during the w'ar and for one year afterwards should be the 
sole income taxing authority, and that a scheme of uniform taxation 
should take place from 1st July 1942, compensation being paid to the 
States for loss of revenue. The Report was discussed at a Conference of 
Premiers of the States on 22nd April 1942. As explained in the chapter on 
Australia (Chapter V, section II) a Constitutional Convention at Canberra 
approved a Bill in December 1942 transferring from the States to the 
(Commonwealth fourteen specific powers for purposes of post-war recon¬ 
struction for five years after the cessation of hostilities. These new 
powers will bi* in operation only when the bill has been passed by all the 
States, Considerable opposition was offered to the passage of the bill in 
South Australia, W(‘st Australia and Tasmania on the ground that the 
powers proposed to be transferred were not sufficiently clearly defined. 

In 1933 in the Union of South Africa a Provincial Finance (Commiwssion 
was appointed, with Mr. J. de V. Roos as chairman. This Commission 
reported towards the end of 1934, and, as a result of the Report, an Act 
was passed and a consultative Committee*, consisting of the Adminis¬ 
trators and the Executive Committee of the four Provinces, was estab¬ 
lished. This Committee is presided over by the Minister of the Interior, 
and m(*ets when necessary to discuss matters common to the four 
Provinces. Under this Act an increased annual subsidy was paid to 
Natal’. Subsequent to the appointment of this Commission a fact-finding 
Committee was set up to deal with financial relations. 

In India, too, a long senes of investigations have been made over 
fourteen years by a Royal Conunission, several Committees and Round 
Table Conferences, and in 1936 by Sir Otto Niemeyer, now an official of 
the Bank of England. The Government of India Act of 1935 came into 
force so far as Provincial autonomy was concerned on 1st April 1937, 
The part of the Act dealing with Federal government, however, has not 
been brought into operation and never will be in the form of the 1935 
Act, for reasons stated in Chapter VII. The British Cabinet offer of 
March 1942, of complete self-government in India, has put the whole 
matter of the Constitution, and therefore of financial relations, again in 
the melting-pot. 
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THE METHOD OF THE ENQUIRY 

F'or purposes of analysis it has been necessary to classif}' tax systems, 
public expenditures and public d(*bts and to la y down some basic principles 
which are widely accepted to enable us to arrive at the standards which 
go to make a sound system. As far as practicable an attempt has been 
made to evaluate the burden of taxation and to ti^st its fairness, not 
merely between individuals and between taxes but also between regions 
in a Federation It is sometimes forgotten how coinph'x Federal systeuLS 
are. In N(‘w York State, for example, tliere are aj>proximatel\ 150 taxes, 
100 of which are Federal, 58 Static and 7 Local. The exact number, of 
course, depends on the difference of bas(' and of rate. There is, too, a 
glaring inequity of taxation in some F(‘derations. If, for example, we 
take the taxes in one Province as a percentage of the total income of the 
area or of the surplus income, i.c. the total income less the cost of sub- 
sistei ee of the population in the area, we often find that the burden of 
taxation varies considerably between States or Provinces and that it is 
highest in those States or Provinces where the relative taxable capacity 
is low. It is on this account to-day that Governments aim at providing 
directly or indirectly normal social or developnuuital services, and in the 
carrying-out of this recourse is had to the progressive taxes, income taxes 
and succession duties, which, in ordeu' that they should be uniform through¬ 
out the Federation, should be entrusted to the Federal Government. 
Every unit should supply an adequate minimum of the social services and 
developmental expenditure. If it does not, it endangcTS the Federation. 
Among the new problems affecting the financial relations of the Federal 
Government and the units, not least is the permanent provision for the 
relief of imemployment. This is one of a number of problems that have 
arisen from the relative effects on Federal and State or Provincial finance 
of the great depression aiid of the financial policy undertaken in each 
Federation to solve it. In spite of the integration that has taken place 
in recenJ years, there is always present on the part of the less pros¬ 
perous Provinces the suspicion that their interests are disregarded by the 
Federal Government and the richer units. This endangers national unity. 
Nothing, in fact, has received so much attention in recent years as 
the necessity of maintaining economic balance in f(‘deral systems. In 
Australia the State of Western Australia has considered withdrawing 
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from the Commonwealth, as within the Federation where free trade 
prevails it cannot compete, it is alleged, with the industrially advanced 
States of Victoria and New South Wales.^ The interests of the Prairie 
Provinces and the Maritime Provinces of Canada have received special 
attention in the recommendations of the Royal Commission on Dominion- 
Provincial Relations. In the United States the accumulated wealth of 
the Eastern States contrasts with the younger States which were gradually 
opened up to settlement. The former have found the latter an outlet for 
investment and a market for their industrial products. The Chairman of 
the Board of Governors of the Federal Reserve System emphasised this 
when he said that “ The maintenance of economic balance in the country 
as a whole requires that citizens of debtor areas have enough money 
income both to maintain interest, amortisation and other payments on 
their ol:)ligationH to investors in the creditor areas and to maintain at a 
high level their purchases of the ouiput of the factories of the creditor 
areas. They must maintain their standing both as good credit risks and 
as good customers. This healthy state of national economic balance is 
continually being upset by forces that are entirely outside the control of 
the States or of the individual business man and the individual worker. 
The residt is recurrent periods of breakdown and distress, bankruptcy in 
debtor areas, idle factories in creditor areas and widespread unemploy¬ 
ment and hardship in the country as a whole. There is no essential 
difference between this situation and that resulting from international 
debts. Both are, in essence, exchange problems. By tariffs, quotas, 
exchange restrictions, or even by resort to more punitive steps of a 
military or economic nature, inclnding expropriation, nations attempt to 
redress the situation. The Federal Government alone can remedy this 
condition among the States — and taxation is one of the most efiective 
means. Through that medium funds which the creditor areas dram out 
of debtor areas througli interest, dividends and rents, as well as payments 
on debt, can be kept flowing back to sustain employment, to keep mines 
and factories in the debtor areas in operation and continuing to yield 
returns to the creditor areas.” In no other way can the debtor areas, in 
his view, continue to yield returns to the creditor areas. He advocates 
a progressive tax system bearing heavily upon savings concentrated in 
creditor areas and lightly upon the great mass of families of the low income 
groups.’^ 

Before examining the characteristics of a fair and efficient Federal tax 

^ Cf. the Government Ueport on “ The Case of the People of Western Australia in 
support of their desire to withdraw from the Commonwealth of Australia Perth, 
Government Printer, 1034. 

® Address to the National Tr\ Association, 14lh Get. 1941. Federal Beserve Bulletin, 
Nov. 1941. 
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system, it is desirable to make the meaning of one or two terms clear. 
In the first place, what is a tax ? A tax is a compulsory contribution to 
public authorities for public purposes. It has been held that there is an 
absence of a direct quid pro quo between the taxpayer and the public 
authority. In recent years with the development of social security legis¬ 
lation there have been payments out of which the citizen cannot contract. 
It is preferable to classify such payments as taxes even if the proceeds 
are kept in a separate fund. Under the United States Soi ial Security 
Act, 1935, these are termed ‘‘ pay-roll ” taxes earmarked for old-age and 
unemployment benefits. The Federal old-age benefit tax is 2 per cent 
of the pay-roll, one-half being added to the emplo 3 "er’s costs and oiie-half 
being deducted from the worker’s wage. The unemployment benefit tax 
is a combined Federal and Stafe levy of 3 per cent of pay-rolls ; in some 
States it is slightly higher aiifl it is one of the most prolific of all Federal 
and State taxes. Indeed thr Government has in recent years actually 
been borrowing from this source for otluu purposes. Licences, fees, 
conscience money and prices have also been included in the tax strinjtures. 
Licences, such as licences for motors, usually more than cover the cost of 
service and are rightly regarded as a productive tax. Fees which are for 
govcrnnuuital services and prices for services of a public utility should also 
be inclieled. The net profits of public utilities and gifts to Government, 
which are often deferred payments as in the case of conscience money, 
are also included. Fines and the revenue from education and other 
services are usually deducted from expenditure and the net figure of 
expenditure shown. 

The expressions “ progressive tiixes ”, “ regressive taxes ” and 

degressive taxes ” also require definition. Progressive taxes are taxes 
which take a larger percentage of a high income than of a low inc.ome, and 
in discussions on tax justice are regarded as the ideal taxes. We have 
moved a considerable distance aw^ay from the EngJisli Classical Economists 
who held that progressive taxation would arrest the expansion of industry 
because the rate of progression would increase until no motive remained 
to the individual to expand industry. Was it not J. S. Mill who Indd “ to 
tax the larger incomes at a Iiighcr percentage than the smaller is to lay a 
tax on industry and economy ” ? There is no real basis for this fear when 
the progressive principle is not allowed to increase to tlie point at which 
it might imperil the accumulation of capital and industry. Mill preferred 
a proportionate tax, a tax taking the same percentage of all incomes. 
But with the rediscovery of progressive taxation in the present century 
and with the increased demands of the State for means to pay for the 
social services, especially education, unemployment relief .and public 
health, a tax system without a good dose ” of progression is held to be 
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imsati.sfactory from the viewpoint of tax justice. Although Adam Smith, 
1C7 year^ ago, said that taxpayers should contribute “ as nearly as possible 
in proportion to their respective abilities, that is, in proportion to the 
revenue which they respectively enjoy under the protection of the State ”, 
he stated what is often forgotten in the same book (Book V) of The Wealth 
of Nations^ that “it is not very unreasonable that the rich should contribute 
to the public expense, not only in proportion to their revenue, but some- 
tliing more than in that proportion Taxes should be raised with the 
ecpiality of sacrifice in view, and with progressive taxes well represented 
in the tax structure the system is held to be far more satisfactory than 
would otherwise have been the case. Least aggregate sacrifice to the 
citizens of a country is then possible, the main progressive taxes being the 
personal income tax and succession duties. The less the aggregate 
sacrifici', the better the tax system. In ordinary times, Governments in 
taxing aim at the maximum aggregate welfare. They aim at raising the 
standard of living as high as possible. In war-time they compress it in 
order that man-power and materials may be diverted to the winning of 
the war which, from the long-term point of view, may also be regarded as 
the maximum aggregate welfare. The least aggregate sacrifice means the 
taxing of those income's which have the lowest marginal utility but not in 
a way to check the accumulation of wealth or to imiiede industry. While 
this is the sovereign principle of taxation it re({uires in practice to be 
limited. 

The development of the marginal theory of value has affected the 
theory of taxation and it is clear that the hurt or sacrifice involved in 
taking a unit from a large income is not so great as taking the same unit 
from a small income. Whether or not we challenge the diminishing utility 
basis of progressive taxation, we all recognise that progressive taxation is 
a great engine for social improvement. In progressive taxation it is not 
infrequently noticed that large incomes are taxed at a higher rate than 
smaller ones, but not in a degree which involves so great a sacrifice as in 
the lower incomes. Such taxes are degressive. 

It is one of the cardinal principles of tax justice that taxes should be 
direct rather than indirect. At first this classification was considered for 
the tax structure of those Federal countries analysed in the following 
chapters, especially as the distinction between direct and indirect taxes is 
well known and has even been enshrined in some of the Federal Constitu¬ 
tions themselves. This, however, has been the cause, as in Canada,^ 
of much contention between the CVntre and the units as regards taxing 

^ The Wealth of ^at Book V, oil. Caniiaii, vol. ii, p. 327. 

“ ) ide chap, ix (Tlie ('oiiHOlolioii 3\>-Llay). Boi'k I, of tho Roport of tlio Royal Com- 
uiiHsioii on Domiiiion-Proviiicial Relations. 
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powers. Mr. Gladstone, it will be rcirn'inbered, spoke of direct and 
indirect taxation as two attractive sifters introduced into tlit' gay world 
of London, each with an ani[)le fortune and botli having tlie same 
parentage — Necessity and Invention — differing only as sisters may 
differ, where one is of liglitcr and another of darker eomplexion, or where 
there is some variety of manner, the one behig more free and open and the 
other somewhat more shy, retiring and insinuating. “ I eaimot ”, he 
added, “ conceive any reason why there should be any unfriendly rivalry 
between the admirers of these two damsels ; and 1 frankly own, whether 
it be due to a lax stuise of moivd ol)ligation or not, that as a Chancellor of 
the Exchetpier, if not as a JMember of this House, 1 have always thought 
it not only allowable but even an act of duty to pay my addr(vsses to them 
both. I am, therefore, as between direct and indirect taxation perfectly 
imjiartial.” ^ 

But what is a direct tax ^ J S. Mdl, whom lawycu's in this connexion 
have usually quoted, defined a direet tax as “ demanded from the vtwy 
persons who, it is intended or desired, should pay it ”, and an indirect 
tax as one ” demanded from one person in the expectation and intention 
that he shall indemnify himself at the expense of another The intention 
is doubtless that of the legislator, but the intention of the legislator does 
not always fit in wuth the iietual fac'ts. In the British income tax under 
Schedule A the tax oii tlie landlord’s income from tlie ownership of land 
and buildings is collected by statute from the o(‘(‘upier of the land or 
buildings although it is legally imposed on the landlord. The tax is 
deducted by the occupier from the rental dm* to the landlord, any contract 
not to deduct it being legally void. According to Mill’s definition this tax 
would be indirect, but it is really dir(‘ct. The fact that the distinction 
between direct and indirect taxes is so closely related to the problem of 
incidence has led some writers to overlook the dillioulty of precise definition 
as we call only partially succeed in making the burden of both groups of 
taxes fall where we desire. The burden may be transferred to other persons 
when it is intended to remain wh(‘re it is at first imposed, and when it is 
intended to be transferred tlie transfer may be tardy or partial. In short, 
the intention of the legislator is not a sufficient criterion for the distinction 
hetw(*en direct and indirect taxes. Home would regard direct taxes as 
those which are not shifted at all and those w^hieh are shifted legally, and 
indirect taxes as those which are shifted quickly through commercial 
competition among consumers. On the Continent direct taxes are those 
for which the taxpayer’s names are entered on a register giving the basis 
of assessment and the amount due. In this case the division between direct 


l^iiiaiirial Stammeni, IHGl. Hanaard, vol. clxii, j). fjS4. 
2 PrincipJen, Book V, chap, iij, para. 1. 
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and indirf‘ci taxes rests on the mode of collection and not witli the incidence 
of the tax. Another classification is to regard all taxes which are levied 
immediately on the property and income of persons and those which are 
paid by the consumers to the State direct as direct taxes, and to regard all 
other taxes as indirect. A classification, therefore, of a revenue system 
into (1) tax revenue, (a) dire(‘t taxes and (6) indirect taxes ; and (2) non¬ 
tax revenue, (n) Government or public undertakings, (6) social services 
and (c) other sources, would be possible. No simple classification is 
possible without the danger of serious omissions and inaccurate inferences. 
Careful definition and interpretation are required in the study of each 
Federation, and provided this caveat is remember(‘d this classification is 
not unsatisfactory. Its weak point is that it does not avoid, according 
to the League of Nations, the classical nomenclature of direct and indirect 
taxation, and thus a “ terminology which might induce the reader to 
believe that it was employed in the particular manner customary in his 
own country when such, in fact, may not be the case ”. 

We prefer, however, to keep to the classical nomenclature of direct and 
indirect taxation after stating the pitfalls in the use of the term. For 
reasons explained below, om^ of the main groups adopted in the classifica¬ 
tion of the tax structures of the countries concerned is mainly '' direct ”. 
A direct tax, as we have seen, is one which falls where it is intended to fall, 
and an indirect tax one whose final impact does not necessarily fall where 
it is considered that it should fall. The burden of indirect taxation is 
concealed. The Government which levies the tax escapes the criticism of 
the burden. 

Oil what basis, then, should we judge a tax system ? If tax justice is 
to be the touchstone it should possess the characteristics of equality, 
certainty, convenience of payment and economy in collection. The 
principle of equality is indeed a standard to which every sound tax system 
must conform. Adam Smith states that “ The subjects of every state 
ought to contribute towards the support of the government, as nearly as 
possible, in proportion to their respective abilities ; that is, in proportion 
to the revenue which they respectively enjoy under the protection of the 
state ”, and when he writes as above that “it is not very unreasonable 
that the rich should contribute to the public expense, not only in pro¬ 
portion to their revenue, but something more than in that proportion ”, 
he was more than a century ahead of his time. The meaning of equality 
has varied at different times in the history of financial doctrine, but it 
cannot be denied to-day that it underlies the accepted test — the ability 
to pay. If carefully analysed, it indicates progressive taxation. Equal 
taxes do not impose equal burdens, and in the measurement of ability we 
look not to the attitude which the taxpayer has, but rather to that 
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which he ought to have, ie. we look to the attitude, of society in regard 
to the sacrifice rather than to that of the taxpayer. We know that for 
the generality of people the test of ability is the size of income, and the 
taxable capacity of the individual rises more in proportion to the income, 
the higher the income. As a result, the progressive income tax is regarded 
as the fairest of taxes. It rises with the size of income, it allows to some 
degree for personal needs through abatements and allowance, e.ff. on 
account of the size of the family or tJie p(^rsonal exemption. 11 is true that 
the tax is intricate, Init tliis is due to the attempt to secure tax justice at 
the cost of simplicitv. All tilings considered, it is the tax that most nearly 
conforms to the standaril of tax-paying ability. Death duties are also 
acceptable from the standpoint of ability to pay, whether the burden is 
on the deceased or on the successor. The excess profits tax if developed 
with care may also he reg.\rd(‘d as the Viest midhod of recapturing war or 
monopoly profits that have eHca]>ed other controls. The c;anon of con- 
venicnice, much stTe'ssed by Amcri(‘ai) writers, is like the canon of economy, 
ai)])licable in the long run to taxes as a whole. Productiveness is a very 
important factor and is often r(‘garded as the main characteristic of a 
good tax. Among other eharaeteristies of a good nwemui system are 
olastieity, Ih'xibility, simplicity and diversity. In recent years consider¬ 
able emphasis has biMui laid on the taxation of surplus rather than on costs 
of production, and a good tax system shoidd b(‘ one in which the taxation 
of surplus, i.(\ of income in excess of that necessary for subsistence, is more 
important than taxation falling on costs, as, for example, taxes on con¬ 
sumption which are highly regressive*. Taxes on costs include taxes on 
businesses without reference to their net incomes, and consumption taxes 
are those which affect the cost of living, wages and, ultimately, all costs of 
production. In times of depression there is a tendency to increase taxes 
on costs and thereby to Avi^aken competiPve power abroad and to increase 
the difficulties of adjustment at home. Taxes, in short, which lead to an 
increase in production costs restrict the national income as a general rule. 
Th(‘y eliminate firms or even industries by destroying the margin of profit 
which has kept them in existence. The struggling or marginal firms, 
owing to the falling-off of consumption consequent on taxes on their costs 
of production, find they cannot make profits and tend to disappear. 
Investment, too, will be affected. ‘‘ The result of the tendency of marginal 
firms to disappear and of the tendency of potential investors to refrain 
from engaging in new enterprises is that both labour and capital resources 
will be thrown out of employment and that the national income will be 
correspondingly diminished. Out of this diminished national income a 
larger rijvenue than before will have to be raised, as the unemployed will 
have to be maintained at the public cost. If, in order to raise the larger 
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revenue, new taxes are imposed wliicli bear on costa, the vicious circle will 
be completed/' ^ 

Before wc leave the pro])lem of an equitable or fair tax system under a 
F(Mleral Constitution it is necessary to emphasise its importance not merely 
from the point of view of particular taxes but as between different regions. 
This is seen by comparing the total taxes, Central, Provincial or State, and 
Local, paid in each unit. This may be expressed as a percentage of the 
total income of the area concerned or of the total income less the cost of 
subsistence. If progressive taxes are levied by the Central Government, 
for example personal income taxes and succession duties, and adjustment 
grants paid to the Provinces or States in accordance with their needs, it 
may be possible to avoid the territorial inequalities and to provide normal 
educational and other social and also developmental services without 
recourse to heavy taxation and to types of taxation which in the long run 
wt)uld nullify the purpose of such adjustment grants. 

For the reasons stated in the previous paragraphs, we have decided 
to classify the tax systems in Cha])tcrs III to VII (inclusive) on a uniform 
basis in an endeavour to bring out the characteristics of a good revenue 
system. We have grouped the taxes into four groups : in the first group 
are the main progressive tax(‘s — the pf‘rsonal income tax and succovssion 
duties. The taxes in this group are direcl. In tin* second group are to be 
found the taxes on })roperty. Property taxes in all Federations are an im¬ 
portant sour(*e of revenue, esp('cially for Local Authorities. The incidence 
of property taxes is somewhat complicated. It is not possible to classify 
these taxes as direct or indirect, or as progressive or regr^'ssive without 
considerable explanation. On the whole, we are of opinion that the best 
method is to show property taxes as a group by themselves. As this 
group includes taxes on buildings as well as on land, there are m it taxes 
on consumption in addition to taxes on scarcity values. There is, in fact, 
no clear-cut division of property taxes, but it is the best possible for 
purposes of comparison. The third group consists of taxes on business 
which are somethnevS levied on surplus and sometimes on costs. Where 
these are on net income, they are on Lsurplus and fall on the shareholders ; 
where they are fixed taxes, they are on consumption, although under 
certain conditions and for short periods they may be absorbed by the 
producers. Group four contains taxes on commodities. These are taxes 
on costs and are normally paid by consumers. The classification of taxes 
can never be perfect for all purposes. Sometimes a progressive tax may 
contain elements of regression, and consumption taxes elements of 
progression. The classification adopted, however, is on balance the one 

^ Report of the KoA’al Commi.ssion on Dommioii-rrovincial Relations (in Canafla), 
Boot II, chap, viii, p. 151. 
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which brings out most sjitisfact-orily the cliaractcristics of the revenue 
systems of the selected countries. 

Public expenditures are closely related to public revenues and the 
met hods followed in regard to the spending of the proceeds of taxes has 
much to do with their effect on the national income. We have aecord- 
ingly classified these expf'iiditures to bring out the character and costs of 
government. No classification is always satisfactory, because it depends 
to a great extent on the object which we Imvc in view. We shall consider 
the nature and n'hitioii of C^uitral or Fed(‘ral, State or Provincial, and 
Local expendituies to each other. The two main classes of public expendi¬ 
tures may be divided into })rimary and secondary. Primary expenditures 
include all expenditure whii h (.Governments arc obliged to undertake above 
everything else, c.r/ on defence, law and order, general administration and 
the payment of debts, yecondary expefiditures include social expenditure, 
developmental expenditure or [uiblie undertakings and miscellaneous 
expenditure. In recent years, (‘specially since the grcuit depression of 
]9‘J9 ‘12, social security expenditure has been of consich^rable importance, 
particularly as affecting tlu' financial relations of the Federal, State or 
Provincial and Local Authoriti(‘S. Not only is the expenditure on the 
social services of great iin]K)rtanee from the distributive viewpoint but it 
is advantageous from the standpoint of industrial efficienc'y as well as from 
that of social justice and general good. UndiT developmental exp(‘ndi- 
tures are iiieluded (‘xpenditures of a (juasi-i'ommiu’cial or (juasi-industrial 
nature such as those on railways, roads, canals, irrigation and other public 
works, posts and telegraphs, and subsidies for agricultural and industrial 
research. In effec t, developmental expenditures tend to promote economic 
devc'lopment. Lastly, there are subsidies and other grants and contri¬ 
butions, most of which re])r(*sent transfers between different layers of 
government. This classification makes possible an analysis of the increas¬ 
ing cost of government and shows the direction from wliich it is taking 
place. 

In recent years the borrowing policy of Governments in a Federation has 
become of great importance as showing the close interrelation of borrow¬ 
ing with regard to the social services, especially education and unemploy¬ 
ment relief, developmental expenditures such as those on railways and 
roads, general financial and monetary policy and the control of the foreign 
exchanges The importance of borrowing policy shows the desirability, if 
not the necessity, of a uniform policy between the Federal Government 
and units. Municipal indebtedness also is linked up with Provincial 
indebtedness, although to a much lesser extent. In Australia and in India, 
for example, the Federal Government has concatenated the borrowing of 
the units as well as its own borrowings, and the Dominion Government in 
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Canada lian propo.sod to the State Governments the assumption of Pro¬ 
vincial debts. This proposal would stren|?then Canadian credit by 
removing the danger of Provincial default. It would removt^ the burden 
of debt from the people who dwell in the areas incapable of bearing it, and 
it would ensure a considerable saving when refunding b(*comes necessary^ 

After an analysis of the tax structures and public expenditures of the 
five Federations studied it will be necessary to examine very briefly the 
general problem of intergovernmental financial relations with special 
reference to the conflicts between the Federal Government and the 
States or Provinces and between the latter and the Local Authoritie^s. 
There are also the conflicts between Federal and Local Authorities, 
between States and States and between Federal Government and 
countries abroad. As long as there arc Federations there will be irre¬ 
concilable conflicts, and the most thaf^ can be hoped for is a series of 
beautiful compromises. There are, it should be remembered, various 
overlapping taxing authorities and communities are burdened with 
several layers of government. This means competition for revenues 
between Federal and State and between State and Local Governments. 
In recent years there is a tendency for the liigher layer of government 
to use its taxing powers to control the lower layers. “ Althougli there 
is a more or less traditional assignment of functions ”, says Seligman,'*^ 
“ to the various agencies local, state and federal, the shifting basis 
of economic life is gradually bringing about some alteration. This 
change is especially noticeable as between State and Loi‘al Governmejits. 
Recent decades have witnessed a decided drift towards centralisation, 
partly for administrative, partly for economic reasons.” Among the pro¬ 
blems arising are the realignment of governmental functions consequent 
on the changes just referred to. There are also the devices of separa¬ 
tion, co-o])eration, of sharing or the division of yield, of supplements 
or additions, of grants and of the ingenious plan of credits which in the 
United States has beem used with success for succession or estate and 
pay-roll taxes by the Federal Government. The sphere of intergovern¬ 
mental financial relations also (‘xtends, first, to specific taxes and, 
secondly, to specific functions such as expenditures on the social services 
and on development. 

^ Cf. Dominioii-ProviiiL'ial Coiiforenei*, 14th and 15th Jan. 1941. Ottawa Crovernment 
Printer. 

® “ The Co-ordination of Publie Revenues ”, Kconomii' Essays in Honour of Ouslav 
Cased, p, 573. London, Allen & Unwin, 1933. 



CHAPTER III 


THK PUBLIC FINANCE AND NATIONAL ECONOMY 
OF THE UNITED STATES 

Federal finance in the United States cannot be understood without a 
study of the country’s national economy and of her Constitution. The 
country is the richest in the world, and this gives her a place of high 
importance in the economy of nations. Her Constitution, as Gladstone 
well described it in the North American Revieu' in 1879, is “ the most 
wonderful work ever struck off at a given time by the brain and purpose 
of man This does not mean that the Fathers of the Constitution had 
achieved finality. The master spirit of the Philadelphia Convention, 
Alexander Hamilton, set his rehance not upon the document, but upon 
the “general genius of the Government”, for, as he said, “ particular 
provisions, though not altogether useless, have far less virtue and efficacy 
than are commonly ascribed to them ”. ThomavS Jefferson, the third 
President of the United States, also held this view when he said that the 
Constitution sliould be “ handed on, with periodical repairs, from genera¬ 
tion to generation The revolutionary changes that have taken place 
in the field of American public finance. Federal, State and Local, in the 
present century can be understood only after an examination of these 
two great factors. It is proposed to examine each of them in turn. 


I. The National Economy 

The United Statos is the richest and strongest of the countries of the 
world. In size it is greater than the whole of Europe (excluding the 
U.S.S.R.), although it has but one-third of Europe’s population. It is 
just over 3 million square miles in area and has a population of 132 
millions. The United States of Brazil has a larger area (3-3 million square 
miles) but it has a population of only 43-3 millions. Canada has an area 
of 3-7 million square miles and is therefore larger than the United States, 
but it has a population of only 10*4 millions. The United States has 7 
per cent of the world’s population, but her production of primary and 
secondary industry is unparalleled. In natural resources — land, forests, 
minerals and natural power — she once found the main basis of her 
economic strength ; but this is no longer so owing partly to the exploita¬ 
tion of her resources, but chiefly because of the very rapid advance of her 
manufacturing industry. Many are still apt to think of American economy 
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in terms of the nineteenth century when agriculture was supreme, but 
agriculture and forestry in the twentieth century have had to give way to 
the remarkably high production of manufacturing industry.^ Her mineral 
resources, too, are greater than those of any similar area in the world, 
and together with the British Commonwealth she has two-thirds of the 
world’s mineral output. Her output, however, is small in comparison 
with manufactures and trade. Of eight out of the eighteen major metals 
she is the world’s greatest producer. The character and strength of her 
population are of great importance. From 1820 to 1940, 38-3 millions 
of alien immigrants landed in the country, and before 1914 immigration 
sometimes reached the figure of a million a year. The war of 1914-18 led to 
the spectre of hyphenisation — of immigrants who, it was feared, did not 
become completely American citizens in outlook, and laws were passed by 
Congress restricting immigrants from certain countries. Quotas were first 
fixed on the basis of the Census of 1910, then of 1890, and, finally, on a 
figure which was said to represent the make-up of the population of 1790. 
Not only was the stream of immigration greatly curtailed but its character 
was changed, the “ old ” immigration whose predominance it was desired 
to preserve being mainly from North-west Europe, and Protestant. 
This restriction of immigration was the natural companion of high tariffs, 
and it was believed that with a predominantly North-west European 
strain assimilation of immigrants with the main population, especially 
in the more populous areas, would be less difficult. From the labour 
viewpoint trade union organisation would be far easier. In the fiscal 
year ended 30tli June, 1940, 70,756 immigrant and 138,032 non-immigrant 
aliens were admitted, a total of 208,788, wliile 21,461 emigrant and 144,703 
non-emigrant aliens departed, a total of 166,164. The net increase, 
therefore, for the year was 42,624. The foreign-born population of the 
United States to-day is 13-4 millions, of which 1-8 millions are Italians, 
1-6 millions Germans, 1-3 millions Poles and 1-2 millions Russians. 
Norway, Sweden and the Netherlands together account for 1-1 millions. 
The foreign-born British population is 2-1 millions, of which 745,000 are 
Irish. When the size of the country and also the variety of the racial 
origins of the people are remembered, the unity of the people, whose 
common language is English, is very remarkable. There are several 
factors such as transportation and the press, which strengthen this 
unity. The American railway system is the largest in the world, and 
air communications are more developed than in most countries. New 
York, Chicago, San Francisco and other great cities being within easy 
reach of each other. There are nearly 1900 daily newspapers, and 

' See Tabloa 18 and 19 in Part TTI for the distribution of the national income by 
industries in recent years. 
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40 million copies are sold daily, one newspaper for every 3*3 inhabitants. 
Education is also at a high level with over 26 million children in elementary 
public schools, 7 millions in high schools and 1-4 millions in universities. 
The education is such tliat all classes of children, rich and poor, are 
educated together in their early years, and in a democracy this is a unifying 
factor not without considerable social value. 

Whereas the first characteristic of the national economy is unity over 
this vast continent, the second characteristic is the great differences 
between different areas, differences of climate, geography and, therefore, 
of production. This is illustrated in Chart III on p. 24. The North¬ 
eastern States differ from the Middle West States and the Middle 
West States from the Mountain and Great Plain States. The North-west 
Pacific States are also a region by themselves, as are the South-eastern 
States, the South-western States and California. It is difficult to delimit 
these groups wdth accuracy, and often historical accident makes even one 
part of a State differ from anotluT, as, for example, Northern Ohio from 
Southern Ohio. These groups of States are more or less homogeneous 
from the economic point of view, and this has the result of cutting across 
State boundarich. ‘‘ Sectionalism —the habit of working as one political 
unit - is thus imposed by a variety of forces on groups of states, and the 
legal units, tlie States, are only eonvenient weapons for the sections to use 
in the endless battle of pressure groups for the favour of the Government 
of the United Stat(*8, It is these six or seven sections, not the forty-eight 
States, that are the realities underlying the American federal structure, 
the internal obstacles to the more perfect union promised by the preamble 
to the Constitution.” ^ Another point w^hich reinforces sectionalism is the 
locality rule by which every senator and representative must be a resident 
of the State he represents, and this excludes from Congress men whose 
party is in the minority locally. They cannot be candidates elsewhere 
and cannot be elected at home. The Minority, because of the constitu¬ 
tional proviso, accordingly looks to senators and representatives of other 
States. Every State regardless of its population has two senators, so 
that Nevada with a population of 100,000 has the same representation 
in the Senate (but not in the House of Representatives) as New York 
with 12,000,000.^ Points of view in States not represented or ill re¬ 
presented in the Senate frequently find their spokesmen from Western 
States. 

The national income is a measurement of potential economic strength 

^ D. W. Brogan, U.S.A .. An Outline of the, Country, its People and Institutions, Oxford 
XJnivereity PreRB, 1941, p. 12. 

* This ovor-repreaentation of area aecountn for the importance of the “ Silver ” 
States in the Senate and explams the importance of silver in American financial policy. 
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which in turn depends on the interplay of the factors of production 
(natural resources, labour including the number and character of the 
population, capital and entrepreneurship or organisation) on each other. 
The total income is the largest in the world and before the present war 
was three times that of Great Britain, and equal to that of Great Britain, 
Germany and Russia combined. The figure for 1938 per head at factor 
cost was £105 ($508) as compared with £97 ($469) in Great Britain. 
In 1941 the corresponding figures were £186 ($749) and £133 ($534). 
The average per capita income in the United States is about one-fifth 
more than that in Great Britain. The American income is much more 
expansible and variable than that of Great Britain. For example, the 
United States increased its production from 23 to 29 per cent between 
1939 and 1941 ^ while Great Britain increased its production by 12^ per 
cent between 1938 and 1941. The LTnited States to-day has a substantial 
margin of increase still to be absorbed in the war effort while in Great 
Britain 1943 should see the ceiling reached. The Census Bureau reported 
that employment in the United States reached the record total of 
54,300,000 during the week ended 10th July 1943, a figure which is entirely 
confined to civilians and excludes the armed services. In August 1943 
the United States was })roducing about 60 per cent of the United Nations’ 
output of munitions as compared with 17 per cent for the United King¬ 
dom, 5 per cent for the rest of the Commonwealth and Em})ire (of which 
the greater part came from Canada) and 18 per cent for Soviet Russia 
and the other United Nations. So great has been the increase in pro 
diiction in the United States since the war effort began three years ago 
that in the current year ending 30th June 1944 the national income will 
be $150,000 millions. If the figure per occupied person is taken for 1937, 
the per capita income is £256 for the United States and £232 for Great 
Britain. If the fully employed worker only is taken, the value of goods 
and services he produced in 1937 was about £340 in tlie United States 
and £260 in Great Britain. The diagram on page 21 shows the size of 
average incomes in the two countries and is from America's Economic 
Strength, by C. J. Hitch.^ 

The average income per occupied person is greater in the U.S.A. than 
in Great Britain. If we compare wage rates, the difference is very much 
greater ; in 1930 they were almost twice as high as in Great Britain. In 
1929 the U.S.A. income per occupied person was £300, but in the depth of 

^ Cf. Mr. 11. Stone’s paper on “ The National Iiicomo, Output and Expenditure of the 
U.S.A., 1929-41 ” [Economic Journal, June-Sopt. 1942) : cf. Economist, 5th Sept. 1942 ; 
“ On the average of years, however, it seems probable that the average British income 
lies somewhere lietween three-quarters and seven-eighths of the American — 80 per cent 
might be a fair average figure to take for prtma facie comparisons ”. 

* C. J. Hitch, America's Economic Strength, Oxford University Press, 1941, p. 22. 
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the gi-eat depression it fell to £170 (in 1932), and rose to £256 in 1937.^ 
The difference between the two countries in per capita national income, 
i,e. total national income divided by total population, is much less than as 
between occupied persons, because the United States, unlike this country, 
had in 1937 a lar^e rural population of which the unemployed and im¬ 
poverished were no small part. In that year farmers were 23 per cent of 
the total occupied population, but the country produced a greater agri¬ 
cultural output than any other country in the world. This 23 per cent 
received only 15 per cent of the national income, agriculture being, as 

CHART T 

Average Incomes in the United States as compared with those in 

‘^^HEAT Britain 



U.S.A. G.B. U.5.A. G.B. 

Average Incomes Average Incomes 

1925-34 1937 


compared with services and mnnufacturing industry, ](*!i,st gainful. 
In 1820 agriculture miiployed 70 per cent of ilic population and 54 per 
cent in 1870. liand is J(\ss fertile in proportion to tlie population than it 
was, and antitpiated nu'tJiods of farming still obtain : in some' regions, as 
in the Old South ” and the wassitn-n jjart of tlic Onsat l^lains, the nd urns 
are poor. The South, w ith half t h<‘ total farming pojinlation, product's only 
30 per cent of the farm incomt's as contrasts'd with tlu* Middh' West, wluu’t' 
33 ])er '‘e?0 of'tlu' farming jtopulation lives hut product's 40 ]icrcf^‘nt of tht‘ 
income, t'lhcit'iicy in agric'dtnrc in the MidtJlc West being comparatively 
liigh. In California agriculTairal prodnctitin is tlic hight'st in the world-; 

^ Mr. R. Stone {oy. c\t.) ph o‘^ the not national inoomo of tiin 0.8.A. at fai tor cost as 
lollo^va : ,SH7-o billions in 1929 and .S42-8 billions in ]9.’{2; $72 9 billio’js in lO.’IT and 
S99 1 billions in 1941. 

^ (’alifomm’H productive ]) 0 \\er is truly i(uiiarkable. Not c»nly ilneH the State ])0-^ess 
a nio.sl valuable sjieciabsed agricult me, jiaiticularly fruits and ve^cdablt's, but in iiuju'-trv 
records aie being broken. In ]9 4.‘l in Los Angeles counl_> alone, tieroplane pnidiiclion 
was double (termany’s and four times Japan’s. The Hhinlmilding iinliistry in the Slate 
is gieater at the moment tlian in the rest of thevunid. (Cf. Ecotunnisl, 18th Dec 1943 
p. BlD.i 
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the per capita farm income is four times the American average. In the 
United States as a whole agricultural output has greatly increased in the 
present century. The increase is estimated at 50 per cent between 1900 
and 1930. On the other hand, agriculture in the United States is not as 
productive per man engaged in that occupation as it is in New Zealand, 
Australia and the Argentine, where there is a proportionately large meat 
production. It is more or less on a level with Danish agriculture and 
somewhat more productive than that of Oreat Britain, the Netherlands 
and Germany.1 The explanation of the high American national income- 
is not to be sought in agricultural production but in the high production 
of manufacturing industry which employs 25 per cent of the occupied 
population, and in the high proportion of those engaged in distributive and 
r)ther services — 50 per cent. Owing to the larg(‘ amount of capital 
employed, the large scale on which production is conducted and the great 
progress in technique in recent years, the output of secondary industry is 
several times greater than that of Great Britain, although the numbers 
engaged in the United States are less than twice as great as those employed 
in Great Britain. Two important facts of the national economy must 
not be forgotten — hrst, the contrast between the average income by 
occupations and, secondly, th(* contrast between regions in the United 
States. These are well brought out in Mr. Hitch’s two diagrams (Charts I 
and II). 

The national motto, E PJuribus Unum, in spite of the diversities shown 
in the two follow^ing diagrams, holds good not merely on account of the 
abundant natural resources of th(‘ continent (developed long before those 
in South America or in the self-governing Dominions) and the high 
ethciency in manufacturing industry (an elliciency, (‘specially in labour, 
wuthout equal in the world) but also on account of non-economic factor^. 
Great importance must b(‘ given to the union brought about in 1787, 
wdiich is a living influence at the present time after more than a century 
and a half of history behind it. It is usual to describe the United States 
as “ the greatest free trade area in the world ”. Section 9 of Article I of 
the Constitution provides that No tax or duty shall be laid on articles 
exported from any State. No preference shall be given by any regulation 
of commerce or revenue to the ports of one State over those of another ; 
nor shall vessels bound to, or from, one State, b(‘ obliged to enter, clear, or 
pfiy duties in another.'’ The great iron ore exports, for example, in 
northern Minnesota are shipped from Duluth through the Great Lakes to 

^ C. J. Hitch, op. rU. p. 34. The estimates have been checked. In making com¬ 
parisons care must be taken to compare net production figures. It is sometimes forgotten 
that British agriculture has to import considerable amounts of feeding stuffs which have 
to be allowed for in estimating net output. 

" See Tables 18 and 19 in Part III. 
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fclie blast-fumaces of the Eastern States. Coal is sent from Pennsylvania 
to Duluth in the same ships. Los Angeles is able to get its supply of 
water from the Sierra Nevada and the Colorado River. Crude oil is 
pumped from one State to another where it is broken up into petrol or 
gasoline, kerosene and lubricating oils, and sold to the industries of the 
New England States. This absence of tariff barriers has led to a consider¬ 
able degree of specialisation in agriculture. One region is complementary 
to another, and this makes for economic strength. “ Without unity the 
North-east would be an England, the South-east a Poland, the Middle 

CHART II 

AviflRAGK Income iiy 0(’curATiONs in the Uniteu States in ]935 
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Noti'.- 'I he earnings of liilly cinplojctl persons are reproaented by the heiglit of the eoluinns. 

West a (Tcrmany, and the Far West a Siberia. That this has not happened 
is due to two events which occurred at the end of the eighteenth century ; 
one primary, the adoption of the Federal Constitution ; the second 
subsidiary, the inclusion in that constitution of an economic clause 
entrusting the Federal Government with the regulation of interstate 
commerce, and forbidding the States to levy tariffs on it. The Federal 
Government’s regulation has, for the most part, taken the form of active 
encouragement: it subsidised the early railways by grants of land, and 
has spent large sums in the improvement of through highways and the 
development of air transjiort. TJie Federal Constitution succeeded in 
creating the greatest area of free trade in the world, in which an extensive, 
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if not perfect, division of labour enabled each region and each state to 
specialise in the production of the goods which it was best suited to make, 
and which made possible the utilisation of the nation’s capital for the 
efficient manufacture of commodities on a mass production scale.” ^ 
Especially since the great depression of the early thirties attempts have 
been made to circumvent the Federal Constitution in regard to internal 
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Notf. Mortli-cuHtcrn Stjilos arr Miiinc, New Hampshire, A't'nnoiit, Massac-JiiisottJ^, Klinrip 

IsUiui, Cumieetirut, Now i ork, Now^ Jorsey, Pojinsj Ivaiiia, J)claw'aro, MarvianrJ, (Dlstriot of Columbia) 
ami West VirRiiiia. 

Tlio Paoiflo North-wostmi Statos aro Waslilnulon, OroBon and Iilalio. 

Tlio Mlildlo Statos aro Ohio, Indiana, niiiiols, Miohipan, Wisooiisin, Minnosota, Iowa and Mis¬ 
souri. 

Tho Mountain and Croat rialn Statos aro North Dakota, South Dakola, Nohruska, Kansas, Mon¬ 
tana, Wyominp, Colorado, Utah and Nevada. 

Iho Soutli-wostorn Statos aro Oklalioma, Toxas, Now Moxico anil Arizona. 

The South-eastorn Statos aro Virginia, North Carolina, South Carolina, OoorKia, Florida, Kontiicky, 
lennoaaee, Alabama, Mississippi, Arkansas ami Louisiana. 


free trade. The inspection of agricultural products at State boundaries 
under the guise of preventing plant disease or of protecting a pure milk 
supply or of inspecting and taxing road vehicles has been a trade barrier 
with which the Supreme Court has been unwilling to interfere. The effect 
of all these measures has not been great. 

A country with so pre-eminently strong a national economy as the 
United States must necessarily have an important place in international 
economy. In international trade the United States has the second place, 

^ C. J. Hitch, op. cit. p. 31. 
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the United Kingdom taking the first place. The exports of primary 
industry — agricultural products and raw materials — were in 1937 not 
quite a quarter of the total exports as compared with 75 per cent, the 
average in the second half of the nineteenth century. The remaining 
three-quarters were manufactured or semi-manufactured goods, mainly 
machinery of all kinds, motor cars, aircraft (especially since the war), iron 
and steel, raw cotton, petroleum and oil, and chemicals. Imports have 
also changed. Raw materials and articles of food (not produced or only 
produced in relatively small quantities) such as crude rubb('r, pulpwood 
and products, cane sugar, coffee, vegetable oils, raw silk, wool, tin and 
chemicals are now the main imports and not manufactured goods. 
Exports are a fraction of total production, about 5 per cent. In recent 
years the direction of trade has been changing ; the percentage of foreign 
trade with Europe has been declining in favour of Asia, South America 
and Africa, But in 1937 Europe (including the whole of the U.S.S.R.) 
still took 41 per cent of American exports, thf)ugh it supplied only 27 per 
cent of its imports. Since the war of 1914 18 the United States has become 
a creditor country. But she has not behaved as a creditor country, viz. by 
importing more than she exports, or making loans rather than by importing 
gold. She has imported gold since the defaults of the thirties, which has 
been ^n expensive policy to the American Treasury and to the country as 
a whole. As a shipping country she holds the second place after the 
United Kingdom, but in railway mileage she is easily first with a mileage 
of 248,000 miles.^ The general conclusion from the international view¬ 
point is that the United States is not, like Canada, in a vulnerable position 
in international trade. She depends mainly on her home market. On the 
other hand, her natural resources are so great and her industrial production 
so efficient that Europe and other continents look to her for her products, 
but the exports of these products are a small part of her total production. 

The United States Economy in War-Time 

The most arresting fact of American economy in war-time is its great 
reserve of productive power. This is clearly seen in the increase in national 
income and in the increase in production. In the calendar year 1938 
American national income at factor cost, i.c. excluding indirect taxation 
and subsidies, was $66*1 billions ^; in 1941 it was $99-1 billions, an in¬ 
crease of 50 per cent. (At the end of 1942 it was of the order of $125 
billions.) Between 1938 and 1941 the British national income increased 
from £4595 millions to £6338 millions, an increase of 38 per cent. In 

^ Mileage operatyed by steam railways in 1939. 

* United States billions (1000 millions); not tho million millions as iisod in Great 
Britain. 
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1939-41 United States production rose between 23 and 29 per cent 
according to Mr. Stone’s estimates in the Economic Journal,^ as compared 
with 12| per cent between 1938 and 1941 in Great Britain.^ “ This large 
increase in American output is mainly to be attributed to the comparatively 
low level of the employment of resources in that country even at times of 
‘ good ’ trade. The level of unemployment has been high in the United 
States for many years, and average hours of work have been sufficiently 
low to allow a considerable rise in output through their increase. Thus, 
between 1939 and 1941 civil non-agricultural employment is estimated to 
have increased by some 4-3 millions, or 12 per cent, while in the latter 
year there were still some 4 million workers unemployed. Over the same 
period average weekly hours in factories increased by 2-9 hours per week, 
or nearly 8 per cent.” ^ Another factor is the lower proportion of men 
called up for military service. Increased output rather than diminished 
consumption and disinvestment aecoimted for the increase in national 
income in the United States since the war. In short, full economic 
mobilisation is still distant in the United States, whereas in 1943 this has 
been almost achieved in Great Britain. This greater elasticity in the 
American National Economy'^ is reflected in the increase in Federal 
expenditures, which were as follows : 


TABLE I 

Governmkmt Expenditures in the U.S.A. in Recent Years 
{$ billions) 


1 

1038 39 

1040-41 

1941-42 

Federal 

91 

13-3 

32*6 

1 State and Local 

1 

10-5 

10-0 

110 1 


19-6 

23-3 

43-6 


E (‘ ovoniist , 21th Jan. 1942, p 100. 


The United States is indeed fortunate in being able to make a gigantic 
war effort with so little effect on present consumption or on its future 
wealth, a contrast with Great Britain. In ordinary years the United 
States per cajnta income is from 10 to 15 per cent higher than that of 
Great Britain, but it is very much more variable from year to year. At 
the present time it is 25 per cent greater. 

The Economist has shown in the following tabic ^ that in 1942-43 the 
Governments of the ITnited States and of Great Britain will be spending 

* Econornir JoiirnnJ, ,Iiin(‘ Si>pf 1942, p. 169. 

* N. Kaldor, ‘‘ Tlie 1941 Whil^ Paj)er on National Income and Expenditure ”, 
Keovovne Joiirimh iTune-Rept. 1942. 

^ LVo7umiiLsf, r)th Si'pt. 1942, p. 300, 
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roughly the same percentage of pre-war national income in each ooimtry, 
but the manner in which it is paid for is very different because of the very 
large increase in output that is still possible in the United States. This 
means that the expenditure can be met by reducing consumption to the 
pre-war level and by reducing by half the pre-war rate of additions to 
capital. In Great Britain, however, the increase has to be met by a con¬ 
siderable decrease in consumption and by a heavy inroad on capital. 

TABLE II 

Distribution of the National Income in Real Terms 
(Net national income of base year= TOO) 



UHV‘ 

Vt .ir 1 

U)40 

1041 

1041 

>-43 


r s . 

' ‘Kin 

'.'wH 

\j h 

1 K. 

l,.S. 

V K. 

u s. 

UK. 

Bersoiial expenditure 

78 

' 77J I 

82 V 

7G 


69 

76i 

64 

Government expenditure 

171 

16 

m 

49 

26i 

61 

69 

67 

Net inveatnient 

41 

1 6] 1 


-16i 

Hi 

-19 


1 -17 

Net national income al 





1 


1 

1 

market pnce.s . 

100 

100 

109J 

104 

126 

111 

118 

j 114 


Tlv' figures in the table are approximate, but they show that in the 
pre-war years, both in the American and British economies, there were no 
great diff'erences in tin* distribution of expenditure betw(‘en consumers’ 
expenditures, Government expc'iiditiire and net investment. The changes 
111 1940, 1941 and 1942-4e3 are very noticeable. The Economist, on the 
assumption that the cost of the war measures the increase in Government 
expenditures, distributes the increase as follows, the figures being — like 
the totals in tlie table above — percentages of the net national income in 
the base year : 

TABLE Ill 

Distribution of the Increase in Government Expenditures, 1942-43 


L s A. I V K 


From increased output . . , 

48 

1 14 

From diminished f onsumption . 

li 

13i 

From reduction in net invest¬ 
ment (or from drafts on I 
capital) 

21 

23i 


51| 

51 


Economic strength, in the sense of capacity to produce goods and 
services, is the equivalent of a country’s war potential, and the United 
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States possesses a military potential not far short of the whole of the 
continent of Europe. But for a short period the United States is vulner¬ 
able because, unlike Germany, she is not armed to the teeth. She therefore 
has to swing over in the shortest possible time to a planned long-period 
war economy, and that is what the N.D.A.C. (the National Defence 
Advisory Commission) is doing. This has its financial implications, especi¬ 
ally in the sphere of Federal finance. This swing-over from peace to war 
has been noticeable in a special degree since the third quarter of 1941. 
Mr. Stone has shown that, assuming the net national income of the United 
States at factor cost {i.e. the current value of goods and services produced 
by the factors of production before indirect taxation) =1, then— 


TABLE IV 

Proportion or the National Income devoted to Governmental Activities 


' 

1938 

1 

! 1939 

1 

1 llIK) 

1941 

1 Ut 

1 111 

1941 

1 2iid 3rd 

1 <ir. cn 

4tli 

qr. 

194; 

1st 1 
fir. 1 

2nd 

' Consiimptiun 
Govornmont ^oods and 

081 

0-78 

0-73 

1 0-70 

0-72 

'072 

0-60 

0-67 

' 0-65 

1 

0-60 

1 

servioea 

0-18 

0-18 

018 

0-22 

0-20 

0-20 

0-22 

0-26 

0-32 

0 41 

Net investinpiit 

O-Ol 

0 04 

007 

0-08 

0 08 

008 

0-09 

007 

0 03 , - 

001 


Sourn J’iiiit r lead tti tlio I\Iaii(du stiT SlaHshc.il Sin-udj, liSth Or t 


II. The Constitution 

The United States is governed in accordance with a written con¬ 
stitution, interpret(‘d hy the Supremt' (.^oiii t. Th(‘ Supreme Cf)urt of nine 
judges interpu'ts the Constitution in tlie light of what it calls “ the ruh‘ of 
reason ”, and this means in elTc'ct what the majority of five thinks reason¬ 
able. It gives not merely a legal but a political or philosophical meaning 
to its decisions, and, be it noted, it has no hesitation in changing its 
opinions. The rever.^al of previous d(Mdsions, particularly since 1937, has 
been of great constitutional inqiortance, e.^peciallv from the viewpoint of 
financial relations. The ni'aining, for example, of the “ due proces.s of 
law ” in the Fourt(Huith Amendment given in 1935 in Colgate v. Harvey^ 
was reversed in 1910 in Madden v. Kentucky tlu' Supreme Court 

found the 1935 decision r(*pugnant ”, and declared that it ‘‘ must be and 
is ovTrniled ". TJie (hH-isioirs in Adkins v. Childrens Hospital^ in 1923 
and the Ti])aldo case ^ in 1930 were reversed in 1937 when tln^ Court 

’ ( y. liar iff/, 21)6 U.S'. 404. 

*■’ Jladdf n Keahaly. .'^09 83, 93. 

“ Adkins \ . f7//r0rw’.s HospdaL 261 U.S, 323. 

^ \. SvH' Yv)l . rfl. I'lpaJflo, 2v)S U.S. 3S7. 
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upheld the minimum wage law of the State of Washington ^ and repudiated 
the doctrine that used the due process clause to forbid minimum wage 
legislation generally. “ The case of Adkins v. Children's Hosjpital said 
the majority of the Court, “ should be, and is, overruled,” Even before 
changes in the Court’s personnel took place which brought the number of 
Roosevelt appointees to seven in a Court of nine, the due process clauses 
of the Fifth and Fourteenth Amendments were no longer regarded as 
restraints on the legislative control of economic policy. The reversal of 
the Supreme Court’s invalidation of the Congressional Acts relating to the 
New Deal, such as the National Recovery Act of 1933 ^ in 1935 and the 
first Agricultural Adjustment Act * in 1936, is well known, as is the up¬ 
holding of the National Labor Relations Act in 1937 and the Fair Labor 
Standards (Wage and Hour) Act of 1938^ in 1941. Who would have antici¬ 
pated so precipitous a change from the position taken up in 1935 and 1936 
in the interpretation of the Constitution ? The Supreme Court rightly 
stated in 1938 that Mathematical or rigid formulas . . . are not 
provided by the great concepts of the Constitution, sucli as ‘ interstate 
commerce ‘ due process ’ and ‘ e.qual protection ’ 

The sections of the (institution dealing with finance and with financial 
relations are these : 

(1) Representati\^(‘s and direct taxes shall be ajjportioned among the 
several States which may be incduded within this Union, according 
to their respective numbers. (Art. 1 , Sect. 2.) 

(2) The Congress shall have power to lay and collect taxes, duties, imposts 
and excises, to pay the debts and provide for the common defence 
and general welfare of the United States ; but all duties, imposts and 
excises shall be uniform throughout the United States ; 

To regulate commerce with foreign nations, and among the several 
States. (Art. I, Sect. 8.) 

(3) No capitation or other direct tax shall be laid, unless in pro[)ortion 
to the census or enumeration herein before directed to be taken. 

No tax or duty shall be laid on articles exported from any State. 
(Art. I, Sect. 9.) 

(4) The powers not delegated to the United States by the (constitution, 
nor prohibited by it to the States, are reserved to the States respectively 
or to the people. (Amendment X, 1791.) 

(5) No State shall make or enforce any law which shall abridge the 
privileges or immunities of citizens of the United States ; nor shall 
any State deprive any person of life, liberty, or property, without due 

^ West Coast Hotel Co. v. Parfish, 300 IJ.S. 379. 

^ jSchechter Poultry Corporation v. U.8,f 295 U.iS. 495 (1935). 

* United States v. ButUr, 297 U.S. 1 (1936). 

* National Labor Relations Board v. Jones ds Laughlin Steel Corporation, 301 U.S. 1. 

® Santa Cruz Fruit Packing Company v. NationcU Labor Relations Board, 303 U.S 

463. 467. 
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process of law ; nor deny to any person within its jurisdiction the 
equal protection of the laws. (Amendment XIV, 1868.) 

(6) The Congress shall have power to lay and collect taxes on incomes, 
from whatsoever source derived, without apportionment among the 
several States, and without regard to any census or enumeration. 
(Amendment XVI, 1913.) 

Except for Amendments X, XIV and XVI above, the sections quoted 
are those drawn up in 1787 and brought into force on 30th April 1789 after 
ratification by eleven out of the thirteen original States. In the century 
and a half of its existence it has changed less than perhaps any other 
system of government in the world. It has, however, a very different 
meaning to President Roosevelt from any that could have been conceived 
by Alexander Hamilton. It is no mere antique symbol but a living 
influence upon the lives of Americans, as the history of the New Deal has 
shown 

In three directions it differs from the British Constitution, although 
both nations start from the same foundation — government by consent 
of the governed. In the first place it is not a Parliamentary system of 
government. Since the time of their first President, George Washington, 
the ^American people feel themselves represented primarily by their 
executive officer, the President, and by members of his Cabinet rather than 
by Congress. In 1868 in the clash between the Executive and the Legis¬ 
lature over the impeachment of President Andrew Johnson it was the 
Constitution and the loyalty of Americans to it that made the lixecutivc*. 
supreme. A second difference from the British system, perhaps a unique 
feature of American polity, is the absence of that opposition between the 
Government and the industrial classes which has been traditional in 
Europe. The whole American social and political system is based on 
industrial property right, and American lawyers accordingly have held 
that the Fifth and Fourteenth Amendments apply to all “ persons ”, real 
or fictitious, i,e. the corporate persons of industry have also their rights, 
the Supreme Court being the custodian of all American liberties, whether 
of individuals or of corporations or of cities or of States. A third contrast 
with the British system is the idea of federation, an idea subsequently 
adopted by Canada, Australia and South Africa. The Centre is the trustee 
of federation which will always be the central thread of American con¬ 
stitutional development. The gradual strengthening of the Central or 
Federal Government, as the Amendments to the original Constitution 
have shown, is the most characteristic development of the Constitution 
to-day. In no small degree this is due to the increased complexity and the 
increased cost of government. The States or the people have all those 
powers not delegated to the Federal authority, but they have to accept the 
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lead of the Centre even in activities in which they are nominally sovereign. 
As the New Deal has shown, a new federalism lyis sprung up which 
requires for its effectiveness ^ co-operation by the States in the form of 
legislation. Federal financial power has had powerful centralising influ¬ 
ences in recent years, and the States have been willing partners in national 
action. This has been essential to ensure uniform or integrated action on 
common problems. In 1930 the Federal Government gave grants to 
States amounting to about $150 millions to assist eleven different State 
activities. Nine years later the total was $800 millions, and the number 
of assisted activities was twenty-one. Fifteen per cent of the total 
revenues of State Governments now comes from federal grants.*^ The 
Constitution links the spending power of Congress to gentiral welfare, as 
in Section 8 of Article I — “ The Congress shall have power to lay and 
collect taxes ... to pay the debts and provide for the common defence 
and general welfare of the United States The Supreme Court in 1938 
declined to permit private utilitit\s not operating under exclusive fran¬ 
chises to challenge the grants and loans of the Public Works Adminis¬ 
tration to municipal and other public electrical plants,® and in 1939 went 
further and supported the Tennessee Valley Authority’s contention that 
it was not merely within its rights in damming the bed of the river but in 
making contracts for the supply of power to neighbouring cities.^ Experi¬ 
ence shows that in a federation the Federal Government must be in most 
cases the leader. A policy which takes into account the interests of all 
does not satisfy everybody. National or Federal interests and State 
interests do not invariably coincide. If they did, federation would be 
meaningless and unnecessary. The American Constitution was and is the 
embodiment of the idea of Union, the idea that the States of the Union in 
their own interest and although unequal in size and wealth must forgo 
their jealousies and transfer elements of their sovereignty to a central 
Government. The trend of judicial interpretation by the Supremo Court 
is in the direction of extending the powers at the Centre. John Marshall, 
Chief Justice of the United States from 1801 to 1835, was the first to erect 
the Constitution as a superior paramount law, and invoked the concept of 
political nationhood as against the rights of the States. Roosevelt, like 
Jackson, has used the Constitution to good purpose ever since he came 
into office, which was at a time when the United States was feeling the 

^ Cf. The Rise of a New Federalism, by Jane Perry Clark. New Vork, 1938. 

* Cf. J. P. Harris, The Future of Federal OrarUs-in-Aid; A. F. MacDonald, 
“ Federal Aid to the States : 1940 Model ”, American Folitical Science Review, vol. xxxiv, 
1940, p. 499. 

* Alabama Power Company v. Ickes, 302 U.S. 464 ; Duke Power Company v. Green¬ 
wood County, 302 U.S. 485. 

* Tennessee Electric Power Company v. Tennessee Valley Aulhority, 306 U.S. 118. 
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results of the depression more severely than any other country of the 
world. His aim was to cure, “ under the framework and in the spirit and 
intent of the American Constitution ”, the causes of the great depression 
at a time of world-wide change, creating problems “ for which the masters 
of the old practice and theory were unprepared These causes were 
mainly the concentration of economic power in the hands of the few and 
the lack of investment. In spite of all that has been said and done, “ We 
have ”, he said, “ not weeded out the over-privileged, and we have not 
effectively lifte^l up the under-privileged Social justice was a definite 
goal and he had no quarrel with the profit motive, which he defined as 
“ the right to work to earn a decent livelihood for ourselves and our 
families He declared, “ Americans must forswear that conception of 
the acquisition of wealth which through excessive profits creates undue 
private power over private affairs, and, to our misfortune, over public 
affairs as well That this was an accurate diagnosis of the facts was 
undoubtedly true. The diagram on p. 33 shows the catastrophic fall in 
the national income between 1929 and 1933, and the recovery from that 
year to 1937. There was a fall from 1937 to 1938 followed by a rise, so 
that at the end of 1941 the national income was larger than in 1929. 

The concentration of economic power was clear from the fact that the 
proportion of the occupied population employed by others had risen from 
50 per cent in 1870 to 80 per cent of the total occupied population in 
1935. It was also seen in the unequal distribution of income and in the 
growth of large corporations. Three per cent of the population, according 
to one estimate, owned shares in 1929, and three-tenths of 1 per cent 
received 78 per cent of the dividends. In 1930 1 per cent of the corpora¬ 
tions owned half the wealth of all corporations, and it was calculated that 
if the 200 largest grew as fast as they did in the 192Us they would have 
half the country’s wealth by 1950. The decline in investment was due to 
several factors such as the slowing-down in the growth of population 
assisted by the decline in immigration, the completion of the railway 
system and similar means of investment, and the state of Europe making 
investment too risky.^ President Roosevelt, therefore, set about the 

^ Cf. C. J. Hitch, tip. cit. chap, v, Depreaaion and New Deal ”. Also Hansen, Fiscal 
Policy and Business Cycles^ London: Allen & Unwin (New York : Norton & Co), 1941. 
Professor Hanson distinguishes between a circular-flow economy in which consumption 
and net income art^ equal and a dynamic economy where there is a constant tendency 
for consumption and net income to be unequal. A dynamic economy tends to run down 
like a clock and requires winding up repeatedly — by fresh opportunities for investment. 
This is the best book yet written on full employment as it affects the United States to-day. 
Accordmg to Professor Hansen, the decline in investment was caused not so much by the 
decline in the demand for consumption goods as such as by that in the demand for resi* 
dential construction. In his view, the United States ceased to have an expanding economy, 
partly because the growth of population and immigratioq have declined, and monopoly 
and other factors have produced a rigid price structure which prevents the growth of 
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solution of these problems by legislation. In order to remedy the bad 
effects of the first factor, he tried to make the worker more secure and more 
powerful in bargaining with capital. To this class of measures belong the 
Social Security Act, the National Recovery Act, the Wagner Act and 
amending Acts, the Wages and Hours Act. He also assivsted farmers by 


CHART IV 

Net National Income, 1929-41 
(Income of 1929 = 100) 



Note The net national inroine figures are thene in Table I on p 162 of Mr Stone's artirle on " The 
National Jm-oine, Output and Fl\|>enditure of the USA ”, EvtmunM Journal, June-Sept 11)42 

* raising the prices of farm products. Legislation was passed to deal with 
\ the concentration of economic power, both industrial and financial, such 
as the reduction of regulated prices in certain industries in which corpora¬ 
tions or large firms were dominant. Attempts were made to increase and 
stimulate investment by pump-priming ” the control of credit, and the 
construction of public works by the W.P.A. (Works Progress Adminis- 

“ intensive ” private investment. On the depression and the New Deal, as well as the 
I general background, see also Allan Kevins and Henry Steele Commager, America : The. 
Sto/ry of a Free People^ Oxford University Press, 1942, especially pp. 408 ff. 
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tration) and the P.W.A. (Public Works Administration). 

The war has brought rather different financial problems. On 7tli 
September 1942 the President, in a message to Congress, bluntly told 
Congress that if it did not pass the necessary legislation to prevent inflation 
— the fixing of prices and wages and the increase in taxation — for which 
the Administration asked, he would be compelled to act himself on account 
of his inescapable responsibility to the people of the country. He had 
precedent for this. Abraham Lincoln on Ist January 1863 issued a pro¬ 
clamation emancipating slaves by virtue of his authority as Commander- 
in-Chief and as a necessary war measure, and in 1865 Congress ratified an 
amendment to the Constitution — the Thirteenth Amendment abolishing 
slavery. The action of President Roosevelt once more illustrates the 
elasticity of the Constitution and the dominating position of the Executive 
in taxation and other matters in recent years.The legislation asked for 
by the President was duly passed by Congress, though with an amendment 
making some concessions to farm interests. 

III. Government Revenues and Expenditures 

The increase in the cost of government in recent years and the con¬ 
sequent increase in taxation are set out in the table on opposite page. 

As far as total Government revenues and expenditures are concerned, 
the fiscal year 1915 was the last comparatively normal pre-war year in the 
United States. Hence the first and third columns, which show the percent¬ 
age increase in expenditures and tax collections, compare recent years with 
1915. During the war period of 1917-18 expenditures and to a lesser extent 
tax revenues of all three layers of Government increased rapidly. In the 
case* of State and Local Governments this increase continued during the 
1920s. Federal expenditures (and hence taxation) were cut down con¬ 
siderably after the war — from $18-5 billions in 1918-19 to $3-5 billions 
in 1924-25. But even these ‘‘ Coolidge economy ” measures from 1923 
to 1929 left the cost of the Federal Government at a level several times 
higher than it had been before the war, and from the middle 1920s 
onwards the upward trend began slowly to reassert itself. Then, in 1929 
and 1930, came the great depression, and with it revolutionary changes in 
American public finance. National income in money terms fell by’more 
than half (see Chart IV, p. 33). With the emergence of mass unemploy¬ 
ment, the burden of relief fell at first on the Local Authorities. But soon 
these found themselves quite unable to cope with the situation. Their 
revenues were shrinking (in some cases there were even taxpayers’ strikes), 

^ Of. W. B. Graves, “ The Future of the American States ”, American Political Science 
Peview, vol. xxx, 1936, p. 24, where the dommance of the Federal Government in recent 
years is discussed. 
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FEDERAL FINANCE IN PEACE AND WAR 


PT. 1 


and they had to cut down expenditures accordingly. The State and 
National Governments had to come to their aid, and before long the 
responsibility for relief was largely taken over by the higher layers of 
Government, especially after the coming of the New Deal in 1933. The 
expenditures of the National Government doubled and trebled during the 
19308. Taxation was increased, but to a much lesser extent, partly 
because it would have been difficult to do more during the depression, 
partly for a more important reason. That reason is the New Deal policy 
of “ pump-priming ”, that is attempting to stimulate recovery by invest¬ 
ment in durable goods through continued large-scale deficit financing, 
which was not on a sufficient scale to restore activity to the spending 
levels of the 19208. It has been suggested that amounts equal to at least 
three times the amounts in the Budget would have been required to 
restore activity. This is further illustrated by Table 21 in Part III. Then 
came the rearmament programme and the present war, which greatly 
reinforced the tendency of National Government expenditures to increase 
out of proportion either to revenues or to State and Local expenditures. 
Federal Government expenditures in 1937-38 were 7-^ times what they 
had been in 1914-15 and double those of 1929. By 1941-42 they were 
over 4J times as great as in 1937-38, and 32^ times as great as in 1914-15, 
while the Budget for 1942-43 provides for an estimated expenditure of 
$58-9 billions (of which $52-8 billions is for defence), or nearly a sixty-fold 
increase over 1914-15 ! In August 1943 aggregate expenditure of the 
year which began on 1st July 1943 was estimated at S106 billions. The 
increase in Federal tax revenues has been somewhat less spectacular 
since the depression ; but even so. Federal tax revenues in 1937-38 
wera 883 per cent of the corresponding 1914-15 revenues and 147 per 
cent of those of 1929-30, while those of 1941-42 are over 19 times and 
those budgeted for 1942-43 (117-6 billions, including non-tax revenue) 
over 25 times as great as those in 1914-15. The increase during both 
wars has been associated with a rise in the relative importance of the 
income tax, though this feature was much more marked during the 
last war than it has been so far during this. 

The proportionate increase in State expenditures and revenues between 
1914-15 and 1937-38 was of a magnitude similar to that of the corre¬ 
sponding changes in the finances of the National Government. The 
percentage increase in expenditures between 1929-30 and 1937-38 was 
naturally somewhat less than that in Federal expenditures (70 per cent as 
compared with 100 per cent for Federal expenditures), but still very 
considerable. For, as we have seen. State Governments have participated 
in the movement of taking over from Local Governments and developing 
further such functions as relief. The system of unemployment insurance 
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introduced by the Social Security Act of 1935 is worked by Federal and 
State authorities together. The increases in State revenues and expendi¬ 
tures since the outbreak of war have naturally been much smaller than 
the corresponding changes in Federal figures. 

As might be expected in these circumstances, the changes in Local 
Government revenues and expenditures have been far smaller than has 
been the case with the higher layers of Government. The figures never 
rose to much more than times the level of 1914-15, and there was 
actually a slight decline, both in expenditures and revenues, after 1930-31. 
No very great changes in the Local totals seem to have been caused by the 
present war. 

It is of interest to compare the statistics of Government expenditures 
and revenues in Table V with those of the national income (Table VI), 

This table brings out even more clearl}' the features already noted, such 
as rhe gradual upward trend and the impact of wars and depressions. 
National Government figures vary much more than either State or Local 
ones, both in absolute terms and in terms of the national income. In the 
most recent years, wlnn national income has increased rapidly as a result 
of rearmament and war expenditure, the ratio of Federal expenditures to 
the national income has naturally risen at a rapid rate, while the similar 
ratios relating to the more stable State and Local expenditures have fallen. 
As mentioned above, some of the changes due to the depression, the New 
Deal and the war are further illustrated by Table 21 in Part Ill. 

Two more points should be noted in this connexion. In the first place, 
the burden of taxation and the weight of expenditure are rather heavier 
than in most of the other Federations studied in this Enquiry. In the year 
1937-38, Government revenues in the United Slates from taxation alone 
amounted to the equivalent of 19 per cent and expenditures to 24 per cent 
of the national income.^ This compares with 17 per cent in South Africa 
(total revenues only), 13 per cent in India (foi both revenues and expendi¬ 
tures) and 25 per cent (for both revenues and expenditures) in Australia. 
Since the war the contrast has become even greater, especially in the field 
of expenditures, where the American percentage reached 27 in 1939^-40 
and approximately 41 in 1941-42. The Budget estimate for 1942-43 
provides for an expenditure of something like 60 per cent of the national 
income (all Governments), though such figures should be used with caution 
as merely indicating the order of magnitude of the proportion, Mr. 
Stone, in his paper referred to above,^ compares percentages calculated on 

^ See G. Findlay Shirras, Science of Public Finance, vol. i, 3rd ed., Macmillan & Co., 
London. Cf. Facing the Tax Problem, A Survey of Taxation in the United States and a 
Program for the Future, The Twentieth Century h’und. New York, J927, chap. 5 and 
pp. 393-4. 

- Richard Stone, op. cit. pp. 167 and 158. See also Table 20 m Part III of this Enipiiry. 
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* National Income : 1930-41 ; net national income at tactor cost as g!\en b\ R Stone in the Economic Journal, June-Sept. 1942 As Mr. Stone’s figures are for 
calendar years, we have taken as the national income for each fiscal vear the a’verape oi the figures for the two calendar years concerned. For 1910-25 and for 1942 the net 
national income is estimated with the help of Mr. Stone’s figures and those given in Lutz, Public Finance. ® See Table V. 
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a somewhat different basis with those given for the United Kingdom in 
the Budget White Paper.^ His percentages for expenditures are : in the 
United States 20 per cent in 1938 and 1939, 21 per cent in 1940 and 26 
per cent in 1941. In the United Kingdom, 19 per cent in 1938, 44 per cent 
in 1940 and 52 per cent in 1941. The following figures represent the 
proportion of the national income devoted to taxation : United States, 
20 per cent in 1938 and 1939, 21 per cent in 1940 and 24 per cent in 1941 : 
United Kingdom, 25 per cent in 1938, 29 per cent in 1940 and 37 per cent 
in 1941. Estimates on another different basis appeared in the Economist 
of 24th January 1942 (p. 106). According to these, total Government 
revenues in the United States were 22-1 per cent of the national income in 
1938-39, 21-6 per cent in 1940-41 and 24*1 per cent in 1941-^2. The 
corresponding estimate based on the Budget figures for 1942-43 is about 
33.J per cent. The figures given for total Government revenues in the 
Ujiited Kingdom are 27-8 per cent of the national income in 1938-39, 
31-2 per cent in 1940-41 and 37-3 per cent in 1941-42. Total Government 
expenditures (and in brackets those on defence or war) expressed as a 
percentage of the national income are given as follows : United States— 
1938-39, 29-1 (1-8) ; 1940-41, 28-4 (7-6); 1941-42, 45-9 (27*4); 1942-43 
(on the basis of the Budget estimate), 66-5 (51). United Kingdom—1938- 
1939, 30-9 (8-7); 1940-41,58-8 (42-1); 1941-42,67 (45-50). For the fiscal 
year Ist July 1943 to 30th June 1944, $38 inillions out of the total 
expendiiure of the Federal Government (or about 36 per cent) are pro¬ 
vided for by taxation. The total national income is estimated to reach 
$150 millions in the same period. Great Britain’s taxation to total 
expenditure is 52 per cent and Canada’s 47 per cent. 

The second point refers to the New Deal policy of promoting recovery 
by “ pump-priming ”, by public works and by planning industry in various 
directions. Clearly, the figures give no conclusive proof whether recovery, 
or the slow pace of recovery, was due to the New Deal or to the fact that 
it was not carried out rigorously. What they do indicate is that in 
spite of the huge increase, by peace-time standards, in Federal expendi¬ 
tures and deficits, neither reached a very large proportion of the national 
income of so great a country. The percentages of Government expenditure 
in the table are small compared with the tremendous fall in the national 
income. On the supposition that the New Deal was the correct policy for 
combating the depression, it could not have fully succeeded unless Govern¬ 
ment activities extended to a far greater sector of the national economy 
than was possible within the existing constitutional and economic frame¬ 
work. Pestsimism among business men and the decline in private building 
construction more', than counteracted the large expenditures by Govern- 

^ ('ind. 6347, aections B and E. 
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menta, and therefore unemployinent remained at a high level. 

We turn now to a feature in which the United States differs from the 
other Federations studied in this Enquiry — the relative importance of 
Local Government in public finance. Until the depression Local expendi¬ 
tures exceeded Federal ones — before the war of 1914^18 they were con¬ 
siderably larger than Federal and State expenditures combined. The 
contrast, even now, is larger than the tables suggest, because a substantial 
proportion of State expenditures — one-third in 1936-37 — consists of 
grants, mostly in aid of specified activities, to Local Governments. Never¬ 
theless, as we have seen, H. C. Adams was mistaken when, in 1898, he 
expected Local expenditures to increase more rapidly than State and 
Federal expenditures,^ As the modern community grows and becomes 
more complex, there is not only a steady tendency for Government func¬ 
tions to expand and to multiply, but also for the higher layers of Govern¬ 
ment to assume an even greater share of the responsibility. The case of 
relief during the great depression has already been mentioned. We shall 
return to this question when considering the details of public expenditure. 
Meanwhile, it is necessary to analyse briefly the tax structure of the 
United States. 

Government Revenues 

Revenues from taxation only have been given, because of the difficulty 
of obtaining comparable data of other revenues for all three layers of 
Government. Detailed statistics are very scarce, especially in the case of 
Local finance. Fairly complete data for a considerable proportion^ of 
Local Government units are collected at ten-year intervals, but the last 
year for which they are available is 1932. Figures for cities of 100,000 or 
more inhabitants are available for other years. To the total tax collections 
of these cities in 1937-38, amounting to !}1940 millions has, therefore, 
been added a rough estimate ® of $2800 millions representing all other 
Local Authorities. It has been assumed that the general property tax 
accounted for 95 per cent of all Local tax revenues, and not only of those 
of cities with a population of 100,000 or more. This is probably not very 
far from the truth.^ Local figures for ‘‘ miscellaneous taxes ” contain 
items which, if data were available, would be classified under other heads 
such as business or consumption taxes. The Local totals exclude grants 
and shared taxes. 

^ H. C. Adams, Science of Finance^ Now York, 1898, p. 45, quoted by Dr. Mabel 
Ne’wcomer. Taxation and Fiscal Policy, New York, Columbia XJuivereity Press, 1940. 

® Totals (tbough not details) relating to the year 19.31-32 are available for all Local 
Authorities. 

* Made by the Tax Institute, University of Pennsylvania. 

* Dr. Mabtd Newcomer [op. cit. p. 28) give.s the proportion of Local Government tax 
revenue derived from the property tax as 87 per cent in 1900 and 94 per cent in 1939. 
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State revenues from taxation given in Table VII represent total collec¬ 
tions by the States, whether or not shared with Local Governments, plus 
the State share of locally collex^ted taxes. Separate data for individual 
and corporate State income taxes are not available for all States, though 
in some eases they are available for a few years other than 1937- 38. In 
the latter cases the figures have been utilised to estimate roughly the 

TABLE Vll 

The Revenue System of the U.S.A., All Governments, 1937-38 


(Tax Yields only : S millions) 


1 

National 

state 

Local ‘ 

Total 

Group 1. Progr^f^siv? Taxes : ' 

IVrHonal (net) income taxes . . ' 

1286 

224 


1,510 

Estate and gift tuxes 

417 

145 


502 

Total 

1703 

309 


2,072 

Groitp 11. Taxes on Property " 





Capital Stock 

139 



139 

General Propert} 


253 

4435 

4,688 

Total 

139 

253 

4435 

4,827 

Group 11 T. Taxe^ on Bus'ines'^ • 

Corournte (net) income taxcR ^ 

1124 

178 


1,302 

P]xce8S profits tax .... 




37 

l^njust enrichment tax '* 

1 

1 



6 

TTniiistribiited profits tax 

' 170 



176 

Franchise taxes ® . . . 

] 

107 


108 

Insurance company taxes 


85 


85 

Chain store taxes .... 


7 


7 

Licence taxes 


14 


14 

Stock transfer and document registry 

42 

27 


69 

Tonnage ..... 

1 2 

1 ■■ 


2 

Total 

1388 j 

418 

1 1 

1,806 


' No Uetailrrl data for all Local Au1lioritl«s arc a>allablc except for 11),11-32. Tax revenues of cllieH 
of 100,000 or more inhabitants anioiinted, in 10)7-38, to 81040 luiilions, of which SlSlfi millions 
represented the pniperty tax Total Ux revenues of other local guvtrnnients were estimated at about 
$3800 millions hv the Tax liistUiite, I nnersity of I'ennsvlvania It has been assumed that the pro¬ 
portion of t/otal local tax revenues derived from the property tax was tlie same as in the case of cities 
(d 100,fMK) or more inhabitants (See also text) The totals do not Include shared taxes, graiitu, 
service charccs for current services ml other minor ittms Details for cities of 100,000 or more 
inhabitants in 1930-37 are given in Table 0 in Part III 

■ Group II includes taxation of property of various kinds, not only real estate, os it has not been 
possible to separate out tlie latter This fact should be kept in mind when comparisons are made 
with other chapters of this Enquiry, 

• This extli.des («) taxes on gross rceeipte or tuniover of businesses, wlneli iiave been given under 
General Sales Taxes, and (6) tlie Unjust Enriehmeiit Tax, shown separately. 

‘ A tax levied on net income arlsiiig from federal excise taxes shifted lo tlie vendee but not paid, 
Federal excise taxes shifted hv the vendee for whu h lit was reimbursed Ijv the vendor, and refunds 
and credits of Federal excise taxes sliiftcd to others. 

‘ Licences and fees for the privilege of conducting business, except (a) those based on not Income 
(Included under income taxes) and (ft) tlitwc levied speciflcaily on public utilities (included under 
utility taxes). ^ , 

[ Taffle corUtnued overleaf 
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TABLE VII— (continued) 



National 

state 

Loral * 

Total 

Group IV. Mainly Consumption Taxes : 
Custoiyis ..... 

357 



357 

Excise and Similar Selective Taxes : 





Liquor ..... 

568 

221 


789 

Soft drinks, etc. .... 

1 

3 


4 

Tobacco ..... 

568 

56 


624 

Sugar ..... 

31 



31 

Oleomargarine, etc. 

30 

1 


31 

Severance “ . . . 


62 


62 

Gasoline anti lubricating oils 

235 

786 


1,021 

Motor vehicles .... 

00 

381 


471 

R acing ..... 


11 


11 

Utilities ..... 

75 

117 


192 

Sub-total .... 

1598 

1638 


3,236 

General Sales and Simlar Taxes : 





Sales and use, gross receipts and gross 





income ..... 

63 

447 


500 1 

Admissions and dues ’ . 

27 

6 


33 

1_ 

Subtotal 

80 

453 


533 

1 

Miscellaneous .... 

12 

10 

305 

1 327 

Total 

Grand Total (excluding pay-roll taxes) . 
Pay-roll taxes (social insurance contribu¬ 
tions) ..... 

Grand Total (including pay-roll taxes) . 

2047 

2101 

305 

4,453 

5277 

3141 

4740 

13,158 

743 

746 


1,489 1 

6020 

3887 

4740 

14,647 


Note In orJei to get coini)araU]e figures for all Go\ernnien(s, the table has had to be limited 
to reAeuiies from taxation This hhoiild he borne in niinil nlun loinjiariwonb an made with other 
ehnpters ol this Enquiry. Sec also Tabic I. 

For grants, etc , from the Federal (lOiernnieJit to the Statis, from the i’itateh to the Loral Authorities 
and from the latter to the states, see Table 10 vi Part III. 

• Taxes levied on natural resources at the tune of proiluctioii, or se\iranee from the earth. 

’ Includes various taxes, among them admissions and hi ernes of \ a nous ainnsemi nt plates 
Sources.- Tax Yields, 1910 , Statistical Abstract for Iho United States, 1940 

proportions of the State income tax collections representing individual 
and corporate taxation. In tilts way the known totals of income tax 
collections of States for which details are missing have been split up, and 
approximate total tigures for individual and corporate int'omc tax collec¬ 
tions obtained. 

The revenue system as a whole can hardly be said to be either very 
progressive or very regressive. There is a tendency for it to become more 
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progressive and it is among the more progressive of tlie revenue systems 
studied. 

Tax revenues are fairly evenly divided among throe divisions: 
(1) Groups 1 and III, i.e. Progressive Taxes (taxes on individual income 
and death duties, etc.) and taxes on business (mainly on corporate income 
and undistributed profits) These two groups together comprise a little 
over 29 per cent of total tax revenues. Out of this, personal and corporate 
income taxes together represent 21 per cent of the total. Personal income 
taxes represent 11 per cent, estate and gift taxes over 4 per cent, making a 
total for Group 1 (Progressive Taxes) of 16 per cent. Corporate income 
taxes represent 10 per cent, the Federal tax on undistributed profits 1 per 
cent, and other business taxes 3 per cent, making a total for Group III 
(Taxes on Business) of 14 per cent. (2) Group 11, Taxes on Property. 
This division comprises 36 p<*i cent of total tax revenues, of which 35 is 
general property taxation and consists almost entirely to nearly 95 per 
cent - of local property taxes. Hence, even in 1937 38, the general 
property tax was still by far the most important tax in the United States 
so far as yield is concerned. It should be remembered that this is a 
general property tax which is levied not merely on real estate but on other 
j)rop(‘rty as well. It has not been possible to elinimato from Group II 
taxes levic'd on pre^perty other thou rc^al property. Care should therefore 
be taken in jiiiy comparisons between th(‘se figures and those in other 
chapter'i of this Enquiry. (3) Group IV, mainly Consumption Taxes. This 
division compris(‘s 34 per rent of total tax revenui‘s. Of all taxes placed 
under this head, only about 4 per cent go to Local Governments, the 
remainf](‘r being divided evenly between the Federal and State Govern¬ 
ments. The most important part of the 34 per cent of total tax revenues 
represented liy this group is the excise taxes on gasoline, etc. — 8 per 
cent, largely State taxes Other excise and similar taxes are those on 
liquor, 6 per cent; tobacco, 5 per cent (both mainly Federal) ; motor 
vehicles, 4 per cent (mainly State) ; other excise taxes, 2 per cent : 
total excise taxes, 25 per cent. Then there are (‘ustonis (a Federal tax), 
3 per cent; general sales ^ and similar taxes, 4 per cent ; and miscellaneous 
taxes, 2 per cent. Finally, social insurance contributions ('‘ pay-roll 
taxes ”), which have been excluded from the main part of Table VIII, 
comprised 10 per cent of al! taxes including pay-roll taxes (a figure com¬ 
parable in magnitude with those quoted above would be 11). 

We have said that the revenue system as a whole is neither very 
progressive nor very regressive. But there are great differences in this 
respect between different Governments. The Federal revenue system is 
much more progressive than the others ; in fact, it goes very far in that 
* Sfp Facing the Tax Problem, The Twentieth Century Fund, New York, 1937, pp. 4(i0*(i3. 



TABLE VIII 


The Revenue System of the U.S.A., All Governments, 1937-38 
(Tax Yields only : percentage distribution) 


1 

Pprcentagi* Shaic of 
each Government in 
Total Kevenues 

j’errentage llistributiou ef 
each Government's 
llevenue 

Gbouf I. Progressive Taxes : 
Personal (net) income 

Estate and gift 

Na¬ 

tional 

85 

74 

State 

15 

26 

Local 

Total 

100 

100 

Na¬ 

tional 

24 

8 

State 

7 

5 

Local 

Total 

11 

5 

Total 

82 

18 


100 

32 

12 


16 

Group II. Taxes on Properly 
Capital stock . 

100 



100 

3 



1 

General property 


6 

95 

100 


8 

94 

35 

Total . 

3 

6 

92 

100 

3 

8 

94 

36 

Group HI. Taxes on Business- 
Corporate (net) income 

86 

14 


100 

21 

6 


10 

Excess profits . 

100 



100 

1 




Unjust enrichment 

100 



100 





Undistributed profits 

100 



100 

3 



i 

Franchise 

1 

99 


100 


3 


1 

Insurance companies 


100 


100 


3 


1 

Chain stores 

. , 

100 


100 





Licence 


100 


100 





Stock transfer and document 
registry 

61 

39 


100 

1 

1 


1 

Tonnage 

100 



100 





Total . 

77 

23 


100 

26 

13 


14 

Group IV. Mainly Conauinp- 
tion Taxes : 

Customs . 

100 



100 

7 



3 

Excise and Shnilar Selective 
Taxes : 

Liquor .... 

72 

28 


100 

11 

7 


6 

Soft drinks, etc. 

27 

73 


100 





Tobacco 

91 

9 


100 

ii 

2 


5 

Sugar .... 

100 



100 

1 




Oleomargarine, etc. 

97 

3 


100 

1 




Seyeranco 


100 


100 


2 


i 

Gasoline and lubricants 

23 

77 


100 

4 

25 


8 

Motor vehicles 

19 

81 


100 

1 

12 


4 

Racing 


100 


100 





Utilities 

39 

61 


100 

i 

4 


i 

Sub-total 

49 

61 


100 

30 

62 


~ 26 

General Sales and Similar 
Taxes . 

Sales and use, gross receipts 
and gross ineome . 

11 

89 


100 

1 

15 


4 

Admissions and dues 

82 

18 


100 

1 




Sub-total 

15 

85 


100 

2 

“ 15 


4 

Miscellaneous 

4 

3 

93 

100 



6 

^ 2 

Total 

46 

T? 

7 

100 

39~ 

li7 

~ 6 

34 

Grand Total [excludiiig pay¬ 
roll taxes) 

40 

24 

36 

100 

88* 

81 * 

100* 

90* 

Pay-roll taxes 

60 

60 


100 

12* * 

1 19* 


10* 

Grand Total (inchiding pay- 
roll taxes) . 

41 

27 

32 

100 

1 100 

100 

100 




1 

j_ 

J_ 

1 

i 

'i 



' Qtoup II includes taxation of property of various kiiicls, not only real estate, as it has not been 
possible to separate out the latter. This lact should be kept in mind when comparisons are made 
with other chapters of this Enquiry. 

ix'rcentages of the grand total including pay-roll taxes ($6020 inilllonB ; $3887 millions : 
$4740 millions ; $14,047 millions). 
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direction compared with the other Federations studied in thLs Enquiry. 
Income and estate and gift taxes of all kinds accounted for 63 per cent of 
all Federal tax revenues ; individual income tax for 24 per cent, estate 
and gift taxes for 8 per cent (a total of 32 per cent for Group I — Pro¬ 
gressive Taxes). Corporate income taxes accounted for 21 per cent, the 
excess profits tax ^ for 1 per cent, the tax on undistributed profits for 3 
per cent and those on stock, transfer and document registry for 1 per cent 
(a total of 26 per cent for Group III — Taxes on Business). The only other 
taxes yielding a significant share of total Federal tax revenues were 
customs (7 per cent), and among excise and similar selective taxes those 
on liquor (11 per cent) tobacco (11 per cent), and gasoline and lubricating 
oils (4 per cent). All excise and selective taxes combined produced 30 
per cent and general sales and similar taxes 2 per cent of Federal tax 
receipts, making (together with customs) a total of 39 per cent for Group 
IV — Mainly Consumption Taxes. In Group II — Taxes on Property —■ 
there was only the tax on capital stock (3 per rent). 

Finally, there are the pay-roll taxes, or social insurance contributions.® 
These have only been making a significant contribution to revenues since 
1936-37, and on a full scale only since 1937-38. In that year they 
producetl 12 per cent of all Federal taxes imlicding pay-roll taxes (a figure 
comparable in magnitude with those given above for other taxes would 
be 14), According to Dr. Mabel Newcomer,® “ the pay-roll tax is the 
youngest member of the tax family in this country, and promises to 
become the largest of all the State and Federal taxes. It may, in time, 
overtake the local property tax if the present movement for the relief of 
real estate continues.” 

State pay-roll taxes * on account of unemployment insurance, intro¬ 
duced together with the Federal ones, amomited to $19 millions in 1935- 
1936, $333 millions in 1936-37, $746 millions in 1937-38, $801 millions in 
1938-39 and $851 millions in 1939-40. In 1937-38 they accomited for 
19 per cent of all State taxes including pay-roll taxes, and a figure 
comparable in magnitude with those given for other State taxes above 
(per cent of total State taxes excluding pay-roll taxes) would be 24. 

Originally the Federal Government relied for its revenue mainly on 
customs, and the State and Local Governments on poU and property 
taxes. We have seen that with the expanding cost of Government and 
the general change in economic conditions the Federal Government has 
come to rely mainly on progressive taxes such as those on income, and to 


^ Cf. FfiriTig the Tax Problem, The Twentieth Century Fund, New VorJc, 1937, 
pp. 491-4. Ibid. p|). 49i-6(KK 

® Mabel Newconier, op. cit. pp. 25 and 26. 

^ Including those in the District of Columbia. 
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some extent on excise taxation. A similar change has taken place in State 
revenues. The poll tax has dwindled into insignificance. The property 
tax is still the mainstay of Local Government finances, and partly for this 
reason the States have, with the general rise in expenditures, tended to 
relinquish it more and more, and to develop new sources of revenue. The 
general property tax now accounts only for 8 per cent of State tax revenues. 
Among the new State taxes those on income (of which about 7 per 
cent IS on individual incomes) and estate and gift (5 per cent, making a 
total of 12 per cent for Group I) are indicative of the trend towards more 
progressive taxation. Other taxes on business (excluding public utilities) 
account for 6 per cent (a total of 13 per cent for Group III). But generally 
speaking, various sales and excise taxes, motor vehicle licences, etc., are 
far and away the most important part of the State revenue system. Group 
IV (Mainly Consumption Taxes) comprises no Jess than 67 per cent of the 
total. Of this, the most important items are taxes on gasoline and 
lubricants (25 per cent), motor vehicles (12 per cent), stiles and use, gross 
receipts and gross income (15 per cent) and liquor (7 per cent). Actually, 
these figures hide the very great difierences between individual States, 
which are illustrated by Table 14 in Part 111. There is some degree of a 
general pattern, the principal feature of wiiich is the reliance on con¬ 
sumption taxes, especially those on gasoline and motor vehicles, wliich 
marks the {State revenue system as regressive. Nevertheless, the variations 
between States are veiy striking. At one end of the scale is New York, 
with far greater revenues (and expenditures and debt) than any other 
Slate, and, for a subordinate unit of Government, with a very progressive 
revenue system indeed. Various taxes on net income comprise 39-7 per 
cent of the total, of which 27*8 per cent of the total, or 70 per cent of 
income tax revenue, represents taxation of personal income. Estate 
taxation comprises 7-7 per cent ; the property and poll taxes are entirely 
absent, and even gasoline represents only 15 per cent of total tax revenue. 
On the other hand, thii teen of the forty-eight States levy no income tax 
at all; Nevada has no estate or similar taxes. A few States like Nevada 
still rely heavily on property taxation ; others, such as Georgia and 
Florida, derive about half their tax revenue from gasoline. Texas, 
Oklahoma and Louisiana receive a considerable proportion of theirs from 
severance taxes ^ which do not exist at all in twenty-eight States. Again, 
the relative yield of individual taxes sometimes changes rapidly ; for 
instance, general sales and similar taxes were of no importance before the 
depression ; even in 1932-33 they comprised only about 1 per cent of 

^ Taxes levied upon natural reaourcefl at the time of production, or severance from 
the earth. Examploa are taxes on inmcral resources, oil and gas, timber, and sea 
products. 
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tot^l Stote tax collections. In the next year they suddenly shot up to 
9-2 per cent; in 1937-^8 they represented 14-4 per cent, and two years 
lat/cr 15'2 per cent of all State tax receipts. Taxes on liquor, which 
comprised 11 per cent of Federal and 7 per cent of State tax revenues in 
1937-38, were, of course, practically non-existent during the Prohibition 
era — one of the main reasons why Prohibition was abolished at the 
bottom of the depression. 

Finally, there is Local taxation. This lias been much more constant, 
as a whole, than either Federal or State taxation, both in amount and, 
espei ialJy, in composition. As of old, the property tax is by far the most 
important source of Loral Govtuninent revenues, and hence, in view of the 
I’Ldative importance of J^ocal Authority finance, has remained, at any rate 
until the present war, the largest single source of revenue in the United 
States. 

It must, howe\er, h(‘ remembered that nearly a third (32 per cent in 
193G 37) of State expenditures consists of grants to Local Authorities,^ 
and that a not inconsiderable proportion (over 8 per cent in 1936-37) of 
total State tax eollections ari‘ actmilK shared taxes forming part of Local 
Government revenues. This reduces the preponderance of property taxa¬ 
tion in Local Government finance. Another factor working in the same 
direction are the receipts from public utilities, as may be seen from Table 9 
in Part III. (The effect shown there, relating as it does to the 94 largest 
cities only, is naturally greater than for Local Governments as a whole.) 

The summary figures for Local Governments hide the great diversity 
between different types of Local Authority, of which there are at least half 
a dozen. Somfj more details, relating to 1931-32, have been given in 
Tabh's 6 to 9 in Part 111. A summary of the total figures is given in 
Table IX overleaf. 

The importance of tlie property tax for all types of Local Authorities 
is obvious. Only “ cities, towns, villages and boroughs ” derived a 
considerable revenue ($487 millions) from public service enterprises. 
The importance of the school districts should be noted. It is really greater 
than is apparent from the above figures, as there is much overlapping 
between school districts and cities, towns, etc. A characteristic of Local 
Government in the United States is the enormous number of Local 
Authorities, many of them small or overlapping. In order to sum up the 
situation we can hardly do better than to quote Dr. Newcomer on this 
subject: ^ 

There are approximately 175,000 taxing jurisdictions in the United 
States. New York alone has 12,000. Many of these jurisdictions are too 
small to give efficient service. This is often true of the rural school district. 

^ See Table 10 in Part III. * Mabel Newcomer, op. cit. pp. 10 and 11. 
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TABLE IX 

Local Government Revenues and Expenditures, 
Summary Figures, 1931-32 
($ millions) 


('nil Division 


I Counties . 

I Cities, towns, villages, 
I boroughs 
School districts ^ 

I Townships 
I Other civil divisions * 

I 

' Total . 


Revemiea 


Expenditures 



Tax 

(iiK'hul- 



Operation and 
Maintenance 



Total 

liig 

jiro- 

porty 

tax) 

Property 

Tax 

Total 

General 

Govern¬ 

ment 

Public 

Service 

Eritcr- 

prisca 

Interest 

Out- 
lavs * 

1314 

1021 

877 

1412 

981 

3 

119 

311 

3374 

2261 

2057 

3594 

2070 

283 

424 

817 

1515 

1121 

1119 

1537 

1250 

a 

109 

178 

248 

208 1 

195 

253 1 

187 

2 

17 1 

47 

194 

115 ' 

112 

261 

60 ' 

16 

63 

122 

6645 

4710 

4360 

7067 

4548 

301 

732 

1475 


* Exclusive of schools under adnuiiistration of counties, eihes, towns, villages and boroughs. 

* Includes townships ol Missouii, South Carolina and Washington 

* Less than SCi00,000. 

* Capital expenditure out of ic\cnuc. 


Moreover, th(*re has been a tendency to traiisft'r functions from the smaller 
to the larger juriadictions as improved means of eommunication have become 
available. This rarely results in the abolition of the smaller unit of govern¬ 
ment. Too many jiolitical ottie(\s are involved, (consequently, the useless 
shell of government remains long after its activities have been abandoned. 

The New York town is a case in point. Its chief activity is the maintenance 
of minor rural roads. The county could do this more efficiently with economy 
of road machinery and a better co-ordinated system. However, a town has 
at least twenty officials. Fur New York State as a whole, this means apjiroxi- 
inately 20,000 political jobs. The emoluments of office are for the most part 
jiathetically small, but they may represent the only cash inconu^ of the 
recipi(‘iit. This is a power to be reckoned with. 

In Illinois where counties with and without townships are to be found 
side by side, the per capita cost of government is appreciably lower in the 
counties without townships. About half the states in the country manage 
well enough without this subdivision. Some local government is desirable ; 
but one, or at most two, layers of local government in addition to Federal 
and State governments are probably adequ-ate. Certainly the five layers of 
government existing in some New York villages (county, town, village, school 
district and special di.strict) are hard to justify. 


To sum up, the Local Government system of taxation has changed 
very little during the past decades. It still relies mostly on the taxation of 
property, not always organised in the most economical maimer. It is 
definitely regressive, a feature common to Local Government revenue 
systems. 
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On the other hand, the Federal and State, systems of taxation have 
undergone revolutionary changes during the present century. In 1900 
the Federal Government drew nearly all its revenues from customs and 
from excise taxes on liquor and tobacco. In 1937-;i8 these had declined 
to 28 per cent of Federal tax revenues and a little less than 25 per cent 
of total Federal revenues. Apart from the tax on gasoline, the new taxes 
which are now the main Federal revenue-producers are almost entirely 
taxes on individual and corporation income and estate and gift taxes. 
Thus, the Federal tax system has changed from a very regressive to a 
considerably progressive one. 

The change in the State revenue system is also very marked, but is of 
a slightly different character. At the beginning of the century about half 
the total State revenues were derived from the property tax. By 1937-38 
it had declined to 8 per cent of State tax revenues and about 6 per cent of 
total State revenues. Since then it has been declining still further. The 
new taxes which have taken its place are of two kinds. First, there are 
the taxes on income and succession, which have tended to make tlie 
State revenue system more progressive. But much more important than 
these are the various excise and similar taxes which fall mainly on con¬ 
sumption — gasoline, motor vehicles, liquor, general sales. In addition, 
there are the pay-roll taxes, compa^ratively new revenues for both the 
Federal Government and the States. 

Now let us turn to the question of intergovernmental and other non¬ 
tax revenues. For the reasons already stated, it has not been possible to 
show the figures for these receipts in Tables VII and VIII, as has been 
done in the other chapters of Part I of this Enquiry. 

According to the figures given in the Statistical Abstract of the United 
States, 1940, and summarised in Table 1 of Part III (see especially footnote 
4), tax collections as given in Table VII of this chapter represented about 
84-6 per cent of the total Ordinary Receipts of the National Government 
during 1937-38. Of the remaining 15-4 per cent, 12-1 represents social 
insurance contributions, 0-4 Panama Canal tolls, etc., 0-5 seigniorage, 
1-1 interest and other receipts from securities, and 1-3 miscellaneous 
receipts. Hence nearly the whole of the revenues of the National Govern¬ 
ment are derived from taxation and social insurance contributions. This 
contrasts, for instance, with India, where the Central Government derives 
about 39 per cent of its ordinary revenue from public utilities (especially 
railways) and from miscellaneous sources such as interest, contributions 
from Indian States, and defence receipts.^ 

Revenue figures for States in 1936-37 (the latest year for which fairly 
full details are available), as given in the Statistical Abstract of the 
' See Chapter VII, Table VI, pp. 202 and 203. 
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United States, are summarised in Table 3 of Part III. According to this, 
75*9 per cent of State revenues in 1936-37 were derived from taxation. 
Of the remaining 24-1 per cent, 14-3 were derived from grants (13-8 
grants from the Federal Government and 0-5 from Local Authorities), 
4-4 from charges for current services, 1*2 from contributions from public 
service enterprises, 0-1 from special assessments and special charges and 
4-1 from all other sources. Thus, the proportion of revenue derived from 
taxation is appreciably lower than in the case of the Federal Government. 
A figure comparable with the 84-6 per cent given for Federal tax revenues 
would be even lower than 75-9 per cent. The definition of a tax used by 
the United States Department of Commerce, like that used in the Enquiry 
into the Burden of British Taxation,^ is appreciably wider than that used 
by the Tax Institute, University of Pennsylvania, on whose compilations 
Tables VII and VIII are baaed.^ The figure of total State tax collections 
given by the Institute for 1936-37 ($2932-2 millions less $260-0 millions of 
local shares of shared taxes, making a tax revenue of $2672-2 millions) 
represents 65-3 per cent of total State revenues as given in Table 3 of 
Part III ($4093-2 millions). This compares with 73 per cent in the case of 
the Indian Provincial Governments. 

The latest detailed Local Government figures, as has already been 
mentioned, are those for 1932, since when the totals have declined as a 
result of the expansion of National and State Government functions 
consequent on the depression and the New Deal. In 1932 total Local 
revenue receipts, as shown in Table 6 of Part III, amounted to $6644-0 
millions. Of this, taxes comprised $4715-9 millions, or 71-0 per cent.^ 
Since then the proportion may have risen. Thus, for all Governments 
together, the percentage of revenue derived from taxation in 1937-38 
must have been in the neighbourhood of 78 per cent. 

Table 10 of Part III, as well as Tables 3 (especially footnote 2), 4 and 
5, illustrate the system of intergovernmental grants as it exists in the 
United States. Most of the figures are for 1936-37, the last year for which 
we have been able to obtain fairly detailed data. The system has several 
striking characteristics, of which the following three should be noted. 

First, there is a much closer link between the revenues and expenditures 

^ Tht Burden of British Taxation^ by G. Findlay Shirras and L. Rostas. National 
Institute of Economic and Social Research, Economic and Social Studies II, Cambridge 
University Press, 1942 ; New York, Macmillan & Co., 1943. 

* E.g. the percentages in Table VIII exclude social insurance contributions, though 
they include under State tax collections (instead of under Local ones) the Local shares 
of State-collected shared taxes. 

• Of the remaining 29-0 per cent, grants from higher layers of Government amounted 
to 9-3 and earnings of public service enterprises to 7-8 per cent of total Local Government 
revenues. The smallness of the proportion due from public utilities is a point of contrast 
with that of other Federations studied in this Enquiry. 
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of State and Iiocal Governments than there is between either and the 
National Government* This shows itself mainly in two ways: a con¬ 
siderable proportion of State and Local tax revenues consists of taxes 
shared between State and Local Grovernments, quite apart from grants ; 
and nearly a third (32 per cent in 1936-37) of State expenditures consists 
of grants to Local Authorities, as mentioned above. 

This last phenomenon is closely connected with the second point, 
namely, the fact that most grants, even those from the Federal to State 
Governments, are made for specified purposes. We find, therefore, not so 
much a system in which the higher layers of Government subsidise the 
lower, e.g. as a result of haifing more progressive and more expanding 
sources of revenue, but rather a system in which the higher layers of 
Government use the administrative machinery of the lower layers to 
translate the allocation of their financial resources into effective services. 
As can be seen from Tables 5 and 10 in Part III, State aid to Local 
Authorities is allocated almost exclusively to the secondary functions 
of Government, and here again, with the notable exception of highway 
maintenance, mostly to the social services. Of these, education is 
definitely the most important in this respect, with relief (usually classified 
as “ charities ”) in the second place. In 1936-37, out of all State grants 
to Local Authorities (or “ minor civil divisions ”), 99*7 per cent repre¬ 
sented secondary functions of Government, of which 77-5 per cent was 
spent on social services (education 57-4 per cent, relief 19-9 per cent 
and public health 0-2 per cent) and 19-0 per cent on developmental 
expenditure (of which 18-9 per cent went to highways). 

Similar features characterise Federal grants to the States, and this 
leads to the third point, the way in which the States have become the 
agents carrying out the National Government’s social security legislation. 
(The relevant parts of the tables are the footnote to and Section E of 
Table 10 in Part III.) In 1936-37 grants comprised, as we have already 
seen, 14*3 per cent of State revenues, 0-5 per cent being grants from minor 
civil divisions and 13-8 per cent grants from the Federal Government. Of 
the latter ($564-8 millions), 56 per cent was for highways, 27 per cent for 
relief, 4 per cent for education, 2 per cent for public health, 2 per cent for 
unemployment compensation administration and 8 per cent for other 
purposes. But the place of the States in the system created by the New 
Deal is only appreciated when we remember that in 1939-40 (the last year 
for which it has been possible to obtain detailed figures) Federal grants to 
States and Territories ^ for public assistance and for administration of 
the unemployment compensation laws and State employment services 
amounted to $345-0 millions. Of this total, $61-6 millions represents 

^ The share of the Territories in these figures is very small. 
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unemployment compensation and $283-4 millions public assistance ($231-1 
millions for old age-pensioners, $46-1 millions for dependent children and 
$6-2 millions for the blind). In Table X below and in Table 2 of Part III 
the expenditure of the National Government under the Social Security Act 
in 1937-38 is given as $332 millions. Apart from administrative expenses, 
this figure represents entirely grants to States and refunds to States of 
taxes collected under the Act. Reference has already been made to the 
growing source of revenue which the States have found in the pay-roll 
taxes for unemployment insurance which they, together with the Federal 
Government, levy. It can thus be seen that as the higher layers of 
Government, and especially the National Government since the New 
Deal, have taken over more of the responsibility for the expanding social 
services, the financial and administrative division between the various 
Governments has become less clear-cut, and co-operation in specific fields 
has increased. 


Government Expenditures 

The discussion of the American system of intergovernmental grants 
for social services has led us from the field of revenue into that of expendi¬ 
ture. This is now to be diseussed in more detail. A summary picture of 
the situation is conveyed by Tables X and XL 

Owing to the lack of complete and comparable data for all Govern¬ 
ments, only National Government figures for 1937-38 ^ and State and 
Local figures for the latest available years could be given. This means 
1936-37 figures for States (taken from the Statistical Abstract of the 
United States, 1940) ^ and 1931-32 figures for Local Governments.^ In 
the latter case, the figures summarised in the Statistical Abstract and 
reproduced in Table 6 in Part III of this Enquiry are taken from Financial 
Statistics of State^and Local Governments, 1932 (United States Department 
of Commerce, Bureau of the Census).^ That volume contains details for 
all States and all types of Local Government so far as they are available. 
Unfortunately there are large gaps in the details, though the total expendi¬ 
tures on operation and maintenance of general departments, on operation 
and maintenance of public service enterprises, on interest and on outlays,® 
and hence the grand totals, arc complete. We have utilised such details 
as are given to estimate the distribution among the various heads of the 
total expenditure on operation and maintenance of general departments. 
As the figures refer to difierent years (one of them before the New Deal), 

^ See also Table 2 in Part III. ^ See also Tables 4 and 5 in Part III. 

^ See also Tables 6 and 8 in Pari III. * See also Table IX on page 48 above. 

^ Expenditure of a capital nature out of revenue, e.g. for purchase and improvement 
of land, erection of new buildings, extension of water-supply systems, or purchases to 
increase the collection of libraries. 



TABLE X 


Pl'BUO ExPBNDITrRES FROM RbVKNITE, AlL GOVERNMENTS ^ 
($ millions) 


1. Pntnary Funchons : 

National, 
U)37 38 

State. 
1036-37 * 

Local, 

1931-32 

Legislation, administration and justice , 

500 

151 

512 

Prot-ection to person and property 

a 

106 

568 

Correction ..... 


66 

^ a 

Pensions ..... 

655 

4 

^ 4 

Debt services .... 

926 

122 

731 

J>efence ..... 

975 

_ _ 5 

.. 

Total, Primal y Finn t ions . 

3056 

445 

1811 

2. Secondary Fwnctions 
(1) Social Services 




Education .... 

^ _ a 

830 

1905 

Public health .... 

a 

226 “ 

355 ’ 

Chanties,* hospitals and corrections 


612 * 

373 

Recovery and relief 

223H 



Social Security Act 

332 



Old-age reserve account 

387 



Railroad retirement 

145 



Sub-total Social Seiv ices 

3102 

1668 

2693 

(2) Developmental 




Post Office .... 

47 



Public buildings . . . . I 

61 

4 

4 

Public highways . 

152 

458 

598 

Shipping Board . . . . 1 

3 



River and harbour woik and flood 
Control . ... 

163 



Panama Canal .... 




Tennessee Valley Autlionty 

42 



Rural electrification administration 

U 



Roclamation projects 

40 



Civilian Conservation (Vjrps 

325 



Development and c onsei vation of 
natural resources 


78 

12 

Agriculture .... 

473 



Rublic works, etc.^*^ 

134 



Public seivice enterprises 


■ 3 12 

302 

Sub-total, Developmental 

1464 1 

539 

912 

(3) Outlays . 


712 

1476 

(4) Miscellaneous .... 

4 

99 

164 

Total, Secondary FiinclioriH . 

4570 

3018 

5246 

Granu Total .... 

7626 

3463 

7056 

______ __ 



-- - 


‘ Owing to ttip iiiipossibilitv of giving coinparablv lUtaibil data fur 1IK17-JH fur all Ouvernin<*nta 
National expenditures Irom revenue for that >ear have bem given as in Table a in Pait IJI, State 
lost pavnieiits of general governineiit (if excluding public servitb cntirpriHeH) for 1030-37 as in 
Table 4 in Part 111, and Local (ost payments (Ineliidiiig public serviii enterprises) for 1032 - tht 
last year for which details are available — as given in Table 10 m Part lU It should be noted that 
the State llgures include a subst-aiitial proportion ot grants txi Local Authontu's, the 1032 eoiinterparl 
of which has not been eliminated Ironi the Loeal figures , also that inanv of the Local items (as distinct 
from the grand total) have hoc! ti be estimated on the basis of Aguies acailable for some aiithorltieH 
In some of the States For further details see the footnotes to the tables leferred to 

* A few small items are included in " I legislation, adminintration and justire ” 

* Given under "Chanties, hospitals and corrections". 

* Not ®'hown as a separate Item in the offieial statisties 

* Militia and armouries ineliided under " Proter tion to iierson and proiierty 

■ Includes hospitals and recreation 

’ Excludes hospitals which arc included in the following ikm 

■ Mainly poor relief. 

* Charities only 

Mainly postal deficiency 

" Includes U S. Housing Authority (S165,IKK)) 

** Contribution from general Goveniment funds only 

*■ State and Local capital expiMidlture out of reyeiiue 
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TABLE XI 


Public Exi’enditubes from Revenue, All Governments ^ 
(Percentage distribution) 



National, 

1937-98 

State, 

1939-37 

Local, 

1931-32 

1. Primary Functions : 




Legislation, administration and justice . 

6-6 

4-4 

7-2 

Protection to person and property 

z 

3 1 

81 

Correction ..... 


19 

3 

Pensions ..... 

B-6 

A 

_ ^A 

Debt services .... 

120 

3-4 

10-4 

Defence ..... 

12 8 

6 


Total, Primary Fund ions . 

400 

12-8 

25*7 

2. Secondary Functions : 

(1) Social Services : 




Education .... 

^ 2 

240 

27-8 

Public health .... 

Z 

6-5 “ 

50’ 

Charities,® hospitals and corrections 


17 7 “ 

6'4 

Recovery and relief 

29-3 



Social Security Act 

4-4 



Old-age reserve account 

51 



Railroad retirement 

1-9 



Sub-total, Social Services 

40-7 

48-2 

38-2 

(2) Developmental: 




Post Office .... 

0-6 


.. 

Public buildings .... 

0-8 

^ A 

^ ^ A 

Public highways 

20 

13-2 

8-5 

Shipping Boafd .... 

* 



River and harbour work and flood 
control ..... 

2*2 1 



Panama Canal .... 

0 1 



Tennessee Valley Authority 

00 



Rural electrification administration 

01 



Reclamation projects 

0-5 



Civilian Conservation Corps 

4'3 



Development and conseivation of 
natural resources 


2-3 

0-2 

Agriculture .... 

6 2 



Public works,” .... 

1-8 



Public service enterprises 


01 12 

4 3 

Sub-total, Developmental 

10-2 

15-6 

13 0 

(3) Outlays , . . . 

•• 1 

20-6 

20-9 

(4) Miscellaneous .... 

01 

2-8 

2-2 

Total, Secondary Functions . 

60-0 

87-2 1 

74-3 

Gkand Total .... 

1000 

100 0 1 

100-0 

1 

1 




Note .—For toutnotea see Table X. * Leas than 0 05 per cent. 
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it isi of course, impossible to give details for total Government expenditures 
(National, State and Local combined). Since 1931-32 Local expenditures 
have declined a little, both in absolute terms and relatively to National 
and State expenditures. In 1937-38 they must have amounted to about 
$5900 or $6000 millions. The figures include duplication due to inter¬ 
governmental grants. The most important of these are the State grants 
to Local Governments (32 per cent of total State expenditures), as we 
have already seen. 

The true significance of the figures, especially of the percentages in 
Table XI, is grasped only when we compare them with the system exist¬ 
ing before the New Deal. Tables 16 and 17 in Part III show public 
expenditures from revenue for all Governments in 1931-32, in millions of 
dollars (Table 16) and percentages (Table 17). There is a slight difference 
in arrangement between the two sets of tables. The State figures for 
“ Charities,^ hospitals and corrections ’’ in Tables 16 and 17 contain all 
the items named. In Tables X and XI above “ Correction ” (State figures 
only) has been given as a separate item under Primary Functions, and 
State expenditure on hospitals included under ‘ ‘ Public health ”. As it has 
not been possible to split up the 1932 figures in the same way, Local figures 
for “ Charities, hospitals and corrections ” in all four tables contain all 
these three items. The following other points should be borne in mind. 
First, State expenditure on public service enterprises in Tables X and XI 
above only represent contributions from general Government ^ funds, 
whereas the corresponding figures in Tables 16 and 17 as well as the Local 
figures throughout represent total expenditure from revenue on public 
service enterprises in 1931-32. Secondly, pensions are not given separately 
in the State and Local statistics. This means that the figure for “ Pen¬ 
sions in the totals columns of Tables 16 and 17 refer to National Govern¬ 
ment expenditure only, and that State and Local expenditures on primary 
functions as given in all four tables are somewhat below the true figures. 
Thirdly, the figures for Federal expenditures in Tables 16 and 17 include 
trust and related accounts totalling $326‘5 millions. This is the reason 
for the discrepancy between total Federal expenditures in 1931-32 as 
given in Table 16 and as given in Table 12. The latter total is the one 
which is comparable with that given in Table X for 1937-38. 

The picture presented by the 1932 figures is one of fairly clear-cut 
division between the functions of the National Government and those of 
State and Local Governments. Apart from protection to person and 
property and debt services ^ (neither a very large proportion of either 

^ Mainly poor relief. 

“ I.t, State finances other than those relating to public service enterprises 

* And pensions. 
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State OT Local expenditures), the subordinate political units were con¬ 
cerned almost wholly with the secondary functions of Government, such 
as social services and development. 

The Federal Government, on the other hand, was mainly concerned 
with the primary functions — general administration, legislation and 
justice ; pensions ; debt services ; defence. Federal expenditure on the 
social services was very small indeed ; of the 33 per cent of Federal 
expenditures devoted to development 4 per cent represented the postal 
deficiency,^ 16 per cent the Reconstruction Finance Corporation ^ and 12 
per cent agriculture,® i.e. even in 1931-32 the depression had caused an 
abnormal increase in the proportion of Federal expenditures devoted to 
secondary functions, thus foreshadowing the New Deal. 

With the coming of the latter, the picture has changed completely, as 
can be seen by comparing Table XI above with Table 17 in Part III. 
In 1929 primary functions absorbed 87 per cent of Federal expenditures. 
In 1932, at the bottom of the depression and just before the New Deal, 
they absorbed 65 per cent; and in 1938, 40 per cent. In the last-named 
year, the proportion of Federal expenditures devoted to the social services 
(40-7 per cent) exceeded that devoted to primary functions, or that 
devoted to the social services by either State or Local Governments in 
1931 “32. The relevant proportion of State expenditures was considerably 
higher in 1936-37 (48-2 per cent) than in 1931-32 (37 per cent). Neverthe¬ 
less, Federal expenditures on the social services in 1937- 38 were pro¬ 
portionately higher than the corresponding State expenditures in 1936-37, 
if grants to subordinate Governments be excluded from both totals. 
In the field of developmental expenditures, the National Government 
figures are proportionately the highest and the Local Government ones 
the lowest, whether or not grants are excluded. This is not very different 
from 1931-32. But it has to be borne in mind that Federal figures in that 
year were already affected considerably by the depression. In 1928-29 
the proportion of Federal expenditures devoted to development was 10 
per cent. If grants are eliminated it is safe to say that the pre-depression 
order was the reverse of that prevailing after the depression — viz. Local 
Governments devoted the highest proportion of their expenditures to 
development and the National Government the lowest. Nevertheless, 
the difference in this field in none of the years concerned was as striking 
as that in the field of social services. 

It should also be borne in mind that the figures are profoundly affected 

^ A regular feature of U.S. finance, in striking contrast to other countries which derive 
a net revenue, sometimes subatantial, from their Post Offices. 

^ A depression measure. The year in question was the first in which there was any 
expenditure under this head. 

* Swollen to 3-4 times the 1929 level as a result of the depression. 
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by the way in which National Government expenditure on “ Recovery 
and Relief” is classified. Much of it would normally be regarded as 
developmental. Nevertheless, we have classified the whole of this 
expenditure as social services, because their object is not so much to 
develop the country as to combat depression and unemployment. 

Before the depression the National Government was mainly concerned 
with the primary functions of government, and the State and Local 
Governments with the secondary functions. After the depression and 
the New Deal had had their effect, the National Government still devoted 
a much higher proportion of expenditures to primary functions than did 
the other Governments, but the difference was very much less marked, 
and another difference had appeared. The latter only becomes apparent 
when we analyse into their components the otherwise proportionately 
similar expenditures on the social services. The expenditure of the States 
and Local Authorities on social services is devoted to education (by far 
the most important head), public liealth (including hospitals and recrea¬ 
tion) and poor relief. The latter is the least important of these heads in 
the case of Local Government expimditures, but the proportion of State 
expenditures devoted to it rose considerably between 1931-32 and 1936- 
1937.^ The new Federal expenditure on social services is devoted almost 
entirely to social security measures — the recovery and relief programmes 
to combat depression and unemployment — and unemployment, health and 
pension insurance schemes. This brings home once more the essential 
characteristic of the depression and post-depression era in respect of 
Government functions. These functions expanded, and expanded mainly 
in the field of those social services which have not been described. As 
they expanded, a proportionately larger share of such expenditure was 
taken over by the higher layers of Government, and especially by the 
Federal Government. 

The distribution of expenditures as presented in Tables X and XI 
above may be summarised briefly as follows. 

National Government expenditure on primary functions in 1937-38 
was 40-0 per cent of the total. Of this 12-8 per cent was on defence, 12*0 
per cent on debt services (other than debt retirement), 8*6 per cent on 
pensions and 6-6 per cent on legislation, administration and justice 
(including a few small items on protection to person and property, 
education, etc.). Secondary functions absorbed 60 0 per cent of National 
Government expenditures. Of this 40-7 per cent was on social services — 

^ State expenditure on “ Charities, hospitals and corrections ” combined was 11*0 
per cent of total State expenditures in 1931-32 and 24-9 per cent in 193ft-37. Of the 
latter figure, 17-7 per cent of total State expenditures represents charities (poor relief). 
5'3 per cent hospitals and 1*9 per cent corrections. 
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29*3 per cent recovery and relief, 4-4 per cent expenditure under the Social 
Security Act, 5-1 per cent old-age reserve account and 1-9 railroad retire¬ 
ment ; 19*2 per cent was on development — 6-2 per cent agriculture 
(including Department of Agriculture), 4-3 per cent Civilian Conservation 
Corps, 2*2 per cent river and harbour work and flood control, 2-0 per cent 
public highways,^ 1-8 per cent public works,* 0-8 per cent public buildings, 
0‘6 per cent Post Ofi&ce,® 0-6 per cent Tennessee Valley Authority, 0*5 per 
cent reclamation projects, and 0-2 per cent other heads. Miscellaneous 
expenditure (District of Columbia, United States share) absorbed O’l per 
cent of total Federal expenditures.^ 

In 1936-37 ^ primary functions absorbed 12-8 per cent of all State 
expenditures (18-7 per cent of direct expenditure and 0-3 per cent of 
grants).® Of this, 4-4 per cent of the total (6-4 per cent of direct expendi¬ 
ture) represents general administration, legislation and justice, 3*4 per 
cent (5-2 per cent of direct expenditure) represents debt services, 3-1 per 
cent (4-3 per cent of direct expenditure and 0-3 per cent of grants) repre¬ 
sents protection to person and property, and 1‘9 per cent (2-8 per cent of 
direct expenditure) correction. Secondary functions absorbed 87-2 per 
cent of total, 81-3 per cent of direct and 99-7 per cent of grant expenditures. 
Of this, 48-2, 34-4 and 77-5 per cent respectively went to social services — 
education 24-0 (8-2, 57-4) per cent,"^ public health 6-5 (9-5, 0*2) per cent, 
relief 17-7 (16-6, 19-9) per cent; 15-6 per cent of total State expenditure 
(13-9 per cent of direct expenditure and 19-D per cent of grants) went to 
development — 13-2 (10'5, 18*9) per cent on highways, 2*3 (3*3, 0-1) per 
cent on development and conservation of natural resources, and 0-1 (0*1, 
0-0) per cent on contributions to public service enterprises.® Outlays ® 
absorbed 20-6 per cent of total and 30*2 per cent of direct expenditure, and 
miscellaneous items 2-8 per cent of total, 2-8 per cent of direct and 3-2 per 
cent of grant expenditures. 

Grants represented 32 per cent of total expenditure, 1 per cent of that 
on primary functions (4 per cent of that on protection to person and 


^ $152 millions. Additional expenditure, amounting to $85 millions, is included 
under “ Recovery and Relief ”, making a total Federal expenditure on highways of 
$237 millions. A large proportion of this consists of grants to States. 

^ Mostly loans and grants to States, municipalities, etc. 

^ Mostly postal deficiency. 

^ The larger figures for 1931-32 in Tables 16 and 17 in Part III are duo to the inclusion 
of trust and related accounts. 

^ See also Table 6 in Part III. 

" Note, however, that pensions have not been given as a separate item under primary 
functions, but included under the various departments with which they are connected. 

’ 77 per cent of State expenditure on education consists of grants to minor civil 
divisions such as school districts. 

® But see p. 56 above on the significance of this last figure. 

® See note 5 above. 
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property), and 37 per cent of that on secondary functions. 61 per cent of 
all expenditures on social services (education 77 per cent, public health 
1 per cent, relief 36 per cent) took the form of grants. The figures for 
development are 39 per cent — 46 per cent for highways and 1 per cent 
for development and conservation of natural resources. No grants were 
made for outlays, and grants for general purposes represented 35 per cent 
of miscellaneous expenditure. 

As in the case of revenues, these figures hide substantial differences 
between States, into which we cannot, unfortunately, enter into more detail 
here. An indication of the differences is given by Table 15 in Part III, 
which compares interest payments in 1936 37 with total expenditures of 
all States, individually and by regions. 

Of Local Government expenditures m 1931-32, 25-7 per cent went to 
primary functions — debt services 10-4 per cent, protection to person and 
property 8*1 per cent, and legislation, administration and justice 7-2 per 
cent.^ Secondary functions absorbed 74-3 per cent; 38-2 per cent repre¬ 
sents social services — education 27-8 per cent, public health 5*0 per cent, 
and charities (relief),^ hospitals and corrections 5*4 per cent; 13*0 per cent 
represents development — public highways ^8-5 per cent, public service 
enterprises 4-3 per cent and development and conservation of natural 
resources 0-2 per cent; 20-9 per cent of total Local Government expendi¬ 
tures in 1931-32 represents outlays and 2-2 per cent miscellaneous 
items. 

As in the case of revenues, there is considerable diversity between 
different types of Local Authorities. This is illustrated to some extent by 
Table IX on p. 48 above, and by Tables 6 and 8 in Part III. To take 
an example, the estimated expenditure of Local Authorities on education,^ 
as given in Table X above, was $1965 millions in 1931-32. The (known) 
total expenditure of school districts ^ under this head was $1243-6 millions, 
or 63 per cent of all Local expenditure on education and 99-5 per cent of 
the total expenditure of school districts. Plxpenditurc on public service 
enterprises, interest and outlays was proportionately higher for cities, 
towns, villages and boroughs than for other Local units. Especially is this 
true of expenditure on public service enterprises — 7-9 per cent as com¬ 
pared with 0-03 per cent in the case of counties, 0-9 per cent in that of 

^ But see p. 68, note 6 above on pensions. Moreover, expenditure on correction is 
included in " Charities, hospitals and corrections ” given under Social Services. 

* This item has probably declined in importance since 1931-32. 

* Duplication is unusually large in the case of figures for highways, as these figure are 
an important item among the grants both from the Federal Government to the States 
and from the latter to Local Authorities. 

* Schools and libraries. 

® Exclusive of schools under the administration of counties, cities, towns, villages and 
boroughs. 
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other Local Authorities and 4*3 per cent for all Local Governments together. 
County expenditure on highways (16*7 per cent of total county expendi¬ 
tures) was nearly twice as high proportionately as that of all Local 
Authorities taken together (estimated at 8*5 per cent). For as we have 
seen, there is a multiplicity of Local Governments and a division of 
function between them in the United States which contrasts with the 
consolidation that has characterised the British system since the Local 
Government Acts of 1888 and 1889. Details of revenues and expenditures 
of cities of 100,000 or more inhabitants in 1936-37 are given in Table 9 of 
Part III. 

Tables 11 and 12 in Part III give total revenues and expenditures of 
all Governments, by regions, for 1931-32 and 1936-37, as well as the 
percentage increases between the two years in question. Local figures for 
the second year are not available, and only rough estimates of the grand 
totals have been given. The figures show throughout a proportionately 
greater increase in revenues than in expenditures,^ largely owing to the 
abnormal deficit position in the depression year 1931-32. In the case of 
State and Local Governments this applies also to the figures given in 
Table V above (cf. the second percentage column). In the case of the 
National Government it seems at first sight to be the other way round. 
The puzzle is solved if we remember that in Table V 1937-38 is compared 
with 1929-30, and in Tables 11 and 12 in Part III 1936 37 is compared 
with 1931-32 — a year in which the Federal Government already had a 
considerable deficit ($2-5 billions). The increase in revenues was most 
marked in the case of the National Government and, among States, in 
that of the North-eastern and Middle States and of California (in ascending 
order). This means that the predominance of the National Government 
and of the regions concerned has been further increased. The matter is less 
simple in the case of expenditures. The National Government leads again, 
and California among State regions, with the Middle States second. But 
the increase in the North-eastern States is the second lowest, the order 
being California, Middle, Pacific North-west, South-west, Mountain and 
Great Plains, North-east and South-east. There was a decline in Local 
Government expenditures. 

IV. The Public Debt 

The composition of and the changes in the public debt of the United 
States in recent years are shown in Tables XII and XIII below and in 
Tables 13 and 21 in Part III. 

^ Local expenditures actually decreased, while the change, probably an increase, in 
revenues w as slight. 
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TABLE XII 

The Public Debt of the United States 


(I millions) 



1 Debt of the National Government 



on 30th June— 



1932 

1938 

1940 

1. Interest-bearing Debt : 




1 ' Bonds ^ . 

14,250 

23,602 

29,920 

Notes ^ . 

1,260 

9,147 

6,383 

Certifirates of indebtedness ^ 

2,726 



Treasury bills 

616 

1,164 

1,302 

Special issues to Government agencies 




and trust funds 

309 

2,676 2 

4,775 

Total interest-bearing debt 

19,161 

36,579 

42,380 

* 2. Non-interest-hearuig Debt : 




Matured debt .... 

60 

141 

205 

Other non-interest-bearing debt ® 

266 

447 

386 

Total non-interest-bearing debt 

1 

326 

688 

591 

Total Gross Debt * . 

1 

19,487 

37,167 

42,971 

Leas net balance held by the Treasurer of 




the United States 

261 

1,313 

1,589 

1 Total Net Debt * ... 

19,226 

35,854 

41,382 


* Exeliidf'H s[>o('ial ibsiies to (JoveruiiiHiit aKiMictoH and trust fundn 
‘ Bninin $500 Tiiilliniis, and notes $2175 5 millions. 

* Afti^r dedurtiMK K'dd reserve against United Stat/es notes. 

* Includes matured debt on wliieh interest has eeased. 

Source.—Statistical Abstract of the Liuted States, 1040. 


The debt of the National Government reflects very closely in its changes 
the political and economic events of recent decades. The gross debt 
amounted to $1225 millions on 30th June 1916. Three years later the 
war had swolhm it to $25,842 millions. Then began a period of steady 
reduction, the lowest level being reached in 1930 with a gross debt, on 
30th June, of $16,185 millions. Then came the depression and the New 
Deal, and with them a new era of deficit-financing. By 1932 the gross debt 
had risen to $19,487 millions. The New Deal came, and by 1934 the 
debt amounted to $27,053 millions. Four years later, by 1938, another 
$10 millions had been added, making a total of $37,167 millions. Since 
then it has risen steadily as a result of rearmament and war. The 
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TABLE XIII 

Debt of All Governments, 1937 


A. Federdly State and Local Debt 




$ millions 


Federal 

State 

Local 

Total 

Funded or fixed debt . 

Floating or current debt 

21,824-4 
14,602-7 ® 

3023-1 1 
252-6 1 

_ _ 2 

a 


Total Gross Debt 

36,427-1 ^ 

3275-7 1 

2 


Less (i) net balance held by 
the Treasurer of the 
U.S.A. 

(ii) State sinking fund 
assets 

1,960-4 

598-5 1 



Tot al State net debt in respect 
of general Government 


2677-2 



Plus State debt in respect of 
public service enterprises . 


93-2 



Total Net Debt 

34,466-7 

2770-4 

14,824-1 * 

62,061*2 

Percentage distribution 

66-2 

5-3 

28-5 

100-0 

B. Debt of Cities of lOOfiOO ( 

or More Inhabitants ® 



Net Debt " 

Gross Debt 


$ millions 

Per cent 

$ mdlious 

Per cent 

General Government . 

Public service enterprises 

3904 

2499 

61-0 

39-0 

5359 

2797 

65-7 

34-3 

Total . 

6403 

100-0 

8166 

100-0 



J 

^ — 



* General Government only, i.e. excluding public service enterprises. 

* Not available. 

■ After deducting gold reserve against U.3. notes. 

‘ Made up os follows : Municipal debt, $8934-8 nilllioiiB ; all other local debt, $5889 2 millions 
total, $14,824-0 niimons. 

‘ The figures cover the Government of the city corporation proper and independent school districts, 
sanitary districts and other independent districts practically co-extensive with cities ; they alsc 
include a percentage of the financial statistics of the county Governments in which there are cltlee 
having over 300,000 population. 

* Net debt is funded or fixed debt less assets in geneial sinking funds. Note the difference in 
deJinHion as compared wUh '‘A” above. 

figures are : 1940, $42,971 millions ; 1941, $48,979 millions; 1943 

(Budget estimate), $110,421 millions. 

Side by side with the increase in the amount of debt there have been 
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changes in its composition. In 1932 three-quarters of it consisted of 
funded debt, or bonds. The following years, the first of the New Deal, saw 
an enormous increase in the floating debt, especially of notes (which 
increased from $1260 millions on 30th June 1932 to $11,381 millions on 
30th June 1936). The first ‘‘ pump-priming ” deficits were financed very 
largely from this source. By 1936 the floating debt represented half the 
total gross debt. Then the tide began to turn. The floating debt was 
reduced (notes alone fell to $6203 millions on 31st December 1939), and 
bonds rose from $14,936 millions on 30th June 1935 to $23,602 millions in 
1938 and $29,920 millions in 1940. All the above figures for bonds and 
notes exclude special issues to Government agencies and trust funds. The 
special issues were fairly stable and not large in amount until 31 st December 
1936, when they amounted to $632 millions. But after that date they 
increased quickly — to $1568 millions on 30th June 1937, $2676 millions 
in 1938 and $4775 millions in 1940. On 30th June 1938 they consisted of 
$500*2 millions of bonds and $2175-5 millions of notes. The increase in 
this item thus offset to some extent the decline in the market issues of 
notes and Treasury bills. Nevertheless, it remains true to say that whereas 
in the early years of the New Deal the increase in the public debt was 
largely an increase in the floating debt, in the later years it was mainly an 
increase in the funded debt. 

We have seen how, in the past decade. Federal revenues and expendi¬ 
tures gradually overt/ook State and Local ones. This is true even more 
of public debt. During the decade preceding the depression, while the 
Federal debt was being reduced, State and Local debts both approximately 
doubled. In 1922 Federal net debt was nearly three-quarters of total 
governmental net debt. In 1932, when Federal debt, after reaching its 
lowest point in 1930, was already on the increase, the proportion had 
fallen to about one-half. In 1937, as Table XIII shows, it was again 66*2 
per cent. State debt had risen comparatively little in the five-year 
interval, and Local debt had fallen more. Since then the preponderance 
of Federal debt has been increasing steadily, and the war promises to make 
it eclipse State and Local debt altogether. 

Since the increase in the debt of the United States has been very 
largely due to deficit-financing caused by war, depression and pump- 
priming ”, most of it is dead-weight ” debt. This contrasts with other 
Federations studied in this Enquiry such as South Africa and, especially, 
India. In these countries a much greater proportion of the public debt, 
especially of that of the Central Governments, is directly productive in 
the sense of producing its own interest. Of course, it may be said that the 
productivity of the debt incurred by the Roosevelt administration before 
the war is to be sought in the recovery it was intended to promote rather 
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than in interest received by the Government from investments. Never¬ 
theless there can be no doubt that this debt will continue to be a much 
heavier charge on the taxpayer for decades to come than, say, is the case 
in India or in South Africa. The contrast is less in the case of Local 
Government debt. But even in the case of cities of 100,000 or more 
inhabitants debt of public service enterprises constituted, in 1937, only 
34-3 per cent of the gross debt and 39-0 per cent of the net debt.^ 

Summary figures for debt, like those for revenues and expenditures, 
hide the great differences between different units of Government. There 
are differences both in indebtedness and in credit standing. In this 
connexion it will be remembered that some of the States, such as 
Mississippi, Florida and Alabama, have repudiated or defaulted on their 
debts in the past. Table 15 in Part III compares interest charges and total 
expenditures of State Governments in 1936-37, individually and by 
regions. Two features are especially striking. First, the regions whose 
debt charges are proportionately above the average are the South¬ 
east (very marked), the North-east and (to a lesser extent) California. 
Secondly, the differences between individual States, even within the 
same region, are far greater than those between regions. The average 
expenditure devoted to debt charges for all States and regions is 3-5 per 
cent of total expenditures. The lowest for any region is 0*9 per cent 
(South-west), and the highest 6-1 per cent (South-east). The lowest 
for any State is 0-0 per cent (Florida) and the highest 18-8 per cent 
(Arkansas), both in the same region (South-east). Even New York (5-4 
per cent) and New Jersey (7*1 per cent), though above the average, are 
far below Arkansas (18-8 per cent), South Dakota (10-6 per cent) and 
Tennessee (10*2 per cent), while Ppiinsylvania (2-0 per cent) is definitely 
below the average. 

Indirect Debt 

In addition to the direct public debt of the Federal Government, the 
last decade has seen a new development, the guaranteed security. Many 
of the Federal corporations created since 1932 have been financed by the 
issue of their own securities, guaranteed by the Government and con¬ 
stituting contingent liabilities of the United States. The process began 
with the creation of the Reconstruction Finance Corporation in 1932. 
As a result of the New Deal it grew enormously between 1934 and 1941 
(see Table XIV). On 30th June of the latter year, the outstanding 


^ Net debt is here defined as funded or fixed debt less sinking fund assets. In the 
figures quoted above it means total gross debt loss net balance held by the Treasurer of the 
U.S.A. in the case of Federal debt, and gross debt less sinking fund assets in the cases of 
State and Local debts. 
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guaranteed liabilities of the United States totalled $6362 millions. But 
in October of the same year the Treasury announced that no more guar¬ 
anteed securities would be issued, that those then outstanding would be 
converted into direct obligations of the United States, and that the 
Federal corporations would in future be financed directly by the Treasury. 
This chapter in the history of the United States debt may therefore be 
considered closed.^ 


TABLE XIV 

Contingent Liabiiities of the United States, 1934-41 ^ 
($ Millions) 


30t]i 

June 

Home 

Owners* 

Loan 

Corporation 

Federal 

Farm 

Mortgage 

Corporation 

llecon- 

Htructiou 

Finance 

Corporation 

Commodity 

Credit 

Corporation 

United 

States 

Housing 

Auihoiity 

F'ederal 

Housing 

Adminis¬ 

tration 

Total 

1934 

747 

313 

236 




1296 

1935 

2767 

1233 

251 



. . 

4261 

1936 

3071 

1431 

253 




4766 

1937 

3007 

1431 

257 



2 

4695 

1938 

2969 

1419 

299 

206 


1 

4894 

1939 

2936 

1388 

822 

206 

115 

3 

5469 

1940 

2635 

1269 

1097 

407 

114 

8 

5530 

1941 

2410 

1271 

1742 

1 

696 

226 

17 

6362 


‘ itju (Igureri iiicludu liitere8t, but do nut liuliide various guarauieed obligatioim (e y ubllgatlons 
of the Tennciiaee Valiev Authority) jiurrhasi'd bv tbi Treasury and relleitid In the din el piiblie debt 
“ Less than $500,000. 

Source- H Walt-or Hargreaves, “ Tlic Uuarantoed Security In Federal Finance'*, Journal of 
PoliticalEcontmiy, Ante 1942, p 509 (Nfr Haigreavi s'llgures aie based on the IJiiiL d States Treasury's 
Statenimits of the Ihiblie Debt ) 


V. Conclusion 

It is difficult to sum up briefly the main results of this study of American 
finance. The first outstanding feature is the great increase in public 
expenditures which was marked even before the war. Higher standards 
for old services and large-scale expenditures on new activities are notice¬ 
able in all layers of Government, but especially in the Federal layei in 
recent years. Secondly, the great depression of 1929-33 was accompanied 
by large expenditure on relief which has made the New Deal a landmark 
in American public finance. Deficit budgeting became the order of the 
day. Recovery, as bitter experience has taught, depends on increasing 
purchasing power, and the merit of deficit budgeting as a remedy for 
depression ciepended on whether Government borrowing increases pur¬ 
chasing power and whether this increase leads to greater spending. These 

^ Cf. H, Walter Hargreaves, “ The Guaranteed Security in Federal Finance ”, Journal 
of Political Economy^ Aug. 1942. 
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two features of American public finance have resulted in a change in 
tax structures. There is considerable competition for revenues among 
competing authorities, mainly between Federal and State and between 
State and Local Authorities. The multiplicity of taxing authorities is 
noteworthy. They number about 175,000 and some authorities are very 
small, leading to the levying of unequal taxes and also to high costs of 
collection. The number of taxes is also large. What constitutes a separate 
tax depends on difference in base and rate. It would not be wrong to 
state that the Federal tax system runs to over 100 taxes, and in New 
York State there are also 38 State taxes and seven Local taxes, or a total 
of 145 in all.^ Ten of these taxes produce over nine-tenths of the total 
revenue. The three main taxes are the property tax, the personal and 
corporation income taxes, and the comparatively recent pay-roll tax. 
In the last century the three taxes which dominated all others were customs 
duties, a federal source of revenue, the property tax and the poll tax a 
so-called democratic tax which, like a club subscription, was the same 
for everyone contributing to the support of Government. Customs 
duties were a Federal source of revenue whereas property taxes were for 
State and Local purposes. The Federal Government under the Constitu¬ 
tion could levy a property tax only in proportion to the population of the 
various States, since it has always been regarded as a direct tax. It was 
levied only on rare occasions by the Federal Government, and then, too, 
only with indifferent success. In the present century the property tax 
has become in the main a local tax. In 1900 more than half of the State 
revenues came from the property tax, but to-day only one-twentieth does. 
In place of this, in order of time, the following taxes have taken their 
place in State taxation : the motor vehicle licence tax, the stock transfer 
tax, the personal income tax (a. quarter of the States of the Union levy 
no personal income tax), the gasoline tax, the general sales tax, the pay¬ 
roll tax and the excess profits tax. Local Authorities are dependent on 
property taxation and their powers are delegated to them by the States. 
They are handicapped in three ways ; by imposition of tax limits and the 
extension of tax exemptions on the part of the States, and by the fact 
that, being small authorities, they are limited from taxing income or 
corporations. This third is perhaps the greatest of the restrictions.^ On 
the whole, however, the limitations of Local Authorities in the field of 
taxation are economic, due to the restricted area of the authority and the 
impossibility of taxing, for example, corporations doing business elsewhere 
in the State. Local tax powers are delegated powers, and in recent years 
State Governments have been turning over to Local Governments the 

^ Cf. Mftbel Newcomer, Taxation and Fiscal Policy^ Columbia University Press, New 
York, 1940, p. 17. * Op. cit., p. 48. 
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property tax as an exclusively local tax. State taxes are normally added 
to Local t&SBS and collected by Local officials. With the improvement 
in communication the number of businesses doing interstate business 
is increasing, and this makes the jurisdiction of State Govetnments in 
taxation more difficult, the advantage in tax administration being with 
the wide jurisdiction. Overlapping taxes are numerous, e.g. income taxes, 
corporation taxes and the taxation of liquor, tobacco and gasoline, and 
the cost of collection of separate levies is greater than for a single levy. 
Sometimes one layer of Government takes little or nn account of the 
taxation imposed by another layer, so that the double burden becomes 
especially heavy. Tt is here that systematic integration of taxes is desir¬ 
able, and, as shown in Part II, conflicts arise and the obstacles to be over¬ 
come are not at all simple. The Federal Government depends mainly on 
the taxation of personal incomes and corporations, pay-roll taxes, customs 
and the taxation of drink and tobacco. Thus, in 1940 Federal taxes 
amounted to $5698 millions, of which 'net income taxes were personal 
income taxes $982 millions and corporation taxes $112 millions, pay-roll 
taxes $838 millions, tobacco $609 millions, alcohol $624 millions, customs 
$350 millions and estate duties $331 millions. Pay-roll taxes were 
introduced by the 1935 Social Security Act and are earmarked for old-age 
benefits and unemployment compensation. The Federal old-age benefit 
is 2 per cent of the pay-roll (1 per cent from the employer and 1 per cent 
from the wage-earner). The unemployment benefit tax is a combined 
Federal and State levy of 3 per cent on the pay-roll. In some States it is 
higher. The productivity of the tax is very great, but the increase in 
old-age benefits without increasing the rate of contribution has been such 
that the reserve will not increase to the extent hitherto regarded as 
certain. 

It is of interest to compare the changes in tax collections in recent 
years, expressed as percentages of the whole, exclusive of pay-roll taxes. 
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If State and Local taxes as well as Federal taxes are included, taxation is 
now (1943) of the order of one-third of the national income excluding 
social security charges, as compared with 12 per cent at the end of the 
war of 1914-18 and 20 per cent in the late 1930s. 

Another characteristic of American finance is its resiliency to the 
exceptional conditions of war. A few statistics in this connexion bring 
this out clearly. In 1940-41 total Federal expenditure was 512*7 billions, 
of which $6*3 was on national defence ; in 1941-42 this increased to 530*6 
and 524 billions respectively ; in 1942-43 to 582 and 577 billions respect¬ 
ively, a remarkable increase especially since Pearl Harbour, 7th December 
1941. In the year ending 30th June 1944 the Budget for war alone is 
anticipated to exceed 5100 billions (£25,000 millions), which, according to 
the President, is a maximum programme for waging war. In the last war, 
even in the peak year 1918-19, war costs were only one-sixth of the national 
income, but in 1941-42 they were not far short of one-half and in 1942-43 
about two-thirds, and in the current year it is of the order of three-fourths. 
Such prodigious expenditures meant a great leap-up in production. The 
index of production of the Federal Reserve Board was 77 per cent above 
the level of September 1939, and the index of munitions production 
published by the War Production Board was 382 in October 1942 (Novem¬ 
ber 1941=100). Durable goods production was up, as compared with 
September 1939, 150 per cent. Agricultural production reached in 1942 
a new high level, 515*^ billions, or one billion dollars above that of the 
previous record year, 1919. In the field of taxation there have also been 
surprises. In 1940-41 Federal taxation was 58-3 billions, or excluding 
the pay-roll tax 57’6 billions ; in 1941-42 512-8 billions, and excluding 
the pay-roll tax 511'9 billions ; in 1942-43 517-8 and 510-5 billions re¬ 
spectively ; and in the current year (1943-44) taxation will be seven 
times the level of 1939-40 taxation, the taxation revenue being estimated 
at $35 billions. New taxation was $7 billions in 1942-43 and 516 billions 
in 1943-44. But this is not the whole story. Although these large sums 
are being raised by taxation, there are large war expenditures financed by 
loans. The gross debt on 30th June was, in billions of dollars, as follows : 
1919, 25; 1930,16 (the lowest since the 1914-18 war); 1935, 29; 1936, 34; 
1937, 36 ; 1938, 37 ; 1939, 40 ; 1940, 43 ; 1941, 49 ; and 1942, 71. In 
his message to Congress on 11th January 1943 the President stated that 
the Public Debt will total 5135 billions in the year ended 30th June 1943, 
and by June 1944, $210 billions under existing revenue legislation. 
These are astronomical figures and reflect national effort of a magnitude 
without precedent in world history. Nevertheless, in spite-of the con¬ 
centration of the war, “ there will be ”, as the President stated, “ sufficient 
volume in our bill of fare, but less variety. That may hurt our taste but 
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not our health.” Although borrowing has great psychological advantages 
over taxation because it seenas to postpone the final reckoning of sacrifices, 
raises funds more quickly than taxes and makes available to Government 
large amounts of funds borrowed directly from the banks, yet, to avoid 
the inflationary and other abuses of borrowing, taxation has to be kept at 
the highest possible level. In this respect there has been a great advance 
in the financing of the present war as compared with that of the last world 
war. The taxes to loans ratio in 1942-43 was less than one-third as com¬ 
pared with one-half in Great Britain and over one-half in Canada. In the 
last war the United States and Great Britain met only 25 per cent of total 
central expenditures by taxation, France 13 per cent and Germany 10 
per cent. One great difference, however, between the war burden on the 
United States and on Great Britain is that the United States has been able 
to expand output greatly without curtailing consumption below the pre¬ 
war level and without cutting the pre-war additions to capital by more 
than one-half. In Great Britain it was not possible to extend output in 
anything like to the same degree for several reasons, such as the smaller 
volume of unemployment, the higher proportion of man-power in the 
fighting services, the blockade and the air-raids. Consequently in Great 
Britain consumption had to be curtailed to a greater degree, and in place 
of a cut in the pre-war rate of investment a heavy inroad on accumulated 
capital had to take place. In this respect the United States has indeed 
been fortunate in being able to expand her war effort with so little effect 
on her future store of capital or on her present standard of living. 



CHAPTER IV 


THE PUBLIC FINANCE AND NATIONAL ECONOMY OF CANADA ^ 

I. Canada’s Normal National Economy 

To understand Canada’s financial problems we have to look to the salient 
features of the Canadian national economy during the three-quarters of a 
century that have elapsed between the passing of the British North 
America Act, 1867, and the present war. The most striking fact is that 
the Canadian national economy before the war was a highly vulnerable 
one. Canada, the oldest Federation of the British Commonwealth, is 
linked up in economic solidarity with the outside world, especially with 
Great Britain and the United States. In international trade she plays an 
extremely important part. With a population of only over 11 millions 
she was sixth among the countries of chief importance in foreign trade ; 
first in the tourist trade ; fourth in the volume of shipping leaving a 
country’s ports ; and fourth in railway mileage. In 1929 her national 
income per head was greater than that of any other country except the 
United States, while in 1937 owing to drought Canada was sixth or seventh. 
She exported wheat and other agricultural products, many forest products 
and minerals such as gold, silver, copper, nickel, lead and zinc. Indeed 
her surplus was very great. She produced five times more wheat than she 
consumed, ten times more newsprint and twenty times more non-ferrous 
motals. Her surplus of wheat was 40 per cent of the world’s exports of 
wheat, and her surplus of non-ferrous metals is also 40 per cent of the 
world’s exports. Her export of newsprint was two-thirds of the world’s 
exports. Canada, therefore, was a marginal source of supply for many 
commodities, her own production being great and her consumption small. 
The result was that any reduction in the world demand profoundly 
affected the prices which she got and also her ability to pay interest on 
the large amount of capital invested. This is all to the good on a rising 
market because she controlled the marginal supply, but on a falling market 
it was quite the reverse. Her imports included such essential raw materials 
as coal, oil, rubber, tin, manufactured iron and steel, chemicals and 

^ I am indebted to the Report of the Royal Commission on Dominion-Provincial 
Relations — the Rowell-Sirois Report (Ottawa Government Printer, 1940) — and to the 
Dominion Statistician who has supplied the latest available data. With the exception of 
Table II on p. 77, the tables in this chapter are based mainly on the data of Canadian 
public finance made by the Royal Commission and do not correspond with the Public 
Accounts of the Dominion and the Provinces. 
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textiles. Indeed Canada was one of the largest importers of coal, oil and 
steel products just as she was one of the largest exporters of wheat, news¬ 
print and non-ferrous metals. Just before the present war Canada’s trade 
with the United Kingdom was 30 per cent of her total trade, whereas the 
United Kingdom’s trade with Canada was only 5 per cent of her total 
trade. Canada’s trade with the United States was 50 per cent of Canada’s 
total trade, while the United States’ trade with Canada was only 15 per 
cent of the total United States’ trade. It will be seen, therefore, that 
Canada’s position in her financial relations with the outside world in 
ordinary times was vulnerable ; she was not and could not always be in a 
strong position when it came to bargaining. Fluctuations in gross income 
and in net income were large at both extremes of the trade cycle. The 
financial relations of the Dominion, Provinces and Local Authorities were 
also subject t-o variations. Moreover, the Canadian national economy is 
made up of a number of very different areas, such as the Maritimes, 
Quebec, Ontario, the Prairies and British Columbia, and in many instances 
economic interests do not coincide with regional boundaries. There are 
sections of Quebec which are more closely allied to the Saskatchewan than 
to the neighbouring regional economies. In the Prairie Province of Mani¬ 
toba there are areas evolving an economy of the Ontario type. In short, 
the Canadian national economy in ordinary times is made up of a number of 
very different areas, and the income of those areas varies enormously from 
year to year and from area to area. This is of particular importance in 
public finance. Take, for example, that important sector of Canadian 
economy, the wheat industry. Here we have large areas dependent on 
the profitable production of a single product; and where distress is due, 
as in the great depression, to a catastrophic fall in the price of wheat and 
to inflated costs and similar factors, such as a series of crop failures, then 
large-scale intervention is necessary to prevent a complete collapse of the 
industry. In such cases the cost was beyond the taxable capacity of 
Provincial and Municipal Governments. The Dominion, therefore, apart 
from the Provincial Governments had to assist with emergency grants. 

A large part of the surplus of the national economy is concentrated in a 
few specially favoured areas. Provincial Governments with their important 
functions conferred by the British North America Act have largo powers 
such as the control of the public domain, responsibility for roads and other 
public works, the major social services and direct taxation. In recent 
years there have been profound changes in social policy which are likely 
to be permanent. When it is remembered that the total income of the 
Prairies fell almost by one-half and income from agriculture by almost 
four-fifths taking the average of the years 1930 to 1937 as compared with 
the average of the years 1926 to 1929, it will be seen how important the 
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problem of the employable unemployed became. During the great 
depression of 1929-32 there were parts of the Prairie Provinces that 
threatened to become depressed areas. Widespread drought, recurring 
from time to time, also made widespread relief necessary both for families 
and for stock. The disparities in the impact of the depression ranged in a 
loss of income varying from 72 per cent in Saskatchewan to 36 per cent in 
Nova Scotia. The Prairie Provinces suffered most as they were dependent 
almost entirely on the export of wheat. The catastrophic changes 
brought about by the depression of 1929-36 have put enormous strains 
on the economy, on the constitutional division of powers and the economic 
policies of the Dominion Government. The manner in which the fall of 
income was distributed over the various Provinces was of much signifi¬ 
cance in the Federation. 

Two other factors must be mentioned. The Dominion Government, 
which invested |3000 millions in railways together with an investment of 
considerably over $1000 millions in a privately owned railway, on the 
assumption that railways would have a monopoly of land transportation, 
had now to face serious competition from rival railways in some areas and 
from the newer method of road transportation falling exclusively or nearly 
exclusively within the jurisdiction of the Provinces. This made for rigidity 
in debt structures which becomes very serious in times of strain, as interest 
has to be paid. There is not only competition between the two railway 
systems themselves but also competition between railways and roads. The 
Provinces arc developing means of transportation which may ultimately 
destroy the solvency of the railways, and there is the likelihood of over¬ 
investment in roads as in the past there was over-investment in railways, 
with the result that there may be even a still heavier burden upon the 
Canadian economy. There is also the question of tariffs which brought a 
relative increase in costs and worsened the conditions under which the 
exporting industries were operating at a time when the prices for wheat 
and other primary products were drastically falling. The result was that 
the standard was reduced and the defaulting of debt became more general. 

To sum up : Canada’s pre-war economy, depending as it did on a few 
specialised exports, was vulnerable. The large changes in income and the 
rigidities of the cost structure as a whole were obvious. The increased 
costs were brought about for national and political reasons, and further 
increased the vulnerability of the economy. There have been widespread 
disparities between the various regions which have been more or less 
constant; in times of depression, however, these have been greatly 
intensified as between certain regions. This made it impossible for some 
Provincial Governments to weather the storm, and so gave rise to problems 
of Provincial and Local finance. On the one hand there have been elements 
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making for national integration ; on the other hand elements making for 
disintegration. The implications of the economic and social changes 
which have occurred in Canada in recent years have been of far-reaching 
importance in public finance. The Dominion Government has foimd it 
necessary to accept responsibilities of a character not foreseen at the time 
of Confederation. Several Provincial Governments have found them¬ 
selves with resources insufficient to discharge their constitutional responsi¬ 
bilities, including the payment of fixed charges on their outstanding debt 
and including the cost of unemployment and other social services. Local 
Authorities have been confronted with the same problems and they have 
been compelled to make heavy levies on real estate and to impose other 
taxes which have not always been realised. The relations between 
Provinces and Local Authorities are an essential problem of Provincial 
finance. New constitutional responsibilities have to be undertaken, new ' 
revenue sources tapped or governmental burdens reduced, increased or 
adjusted to meet changes in circumstances. 

11. The British North America Act 

Before we proceed to analyse the distribution of the revenues under 
the Canadian system it is necessary very briefly to refer to the British 
North America Act, 1867, sections 91 and 92. The Statute of West¬ 
minster, 1931, section 7 (1), it will be remembered, does not “apply to 
the repeal, amendment or alteration of the British North America Acts, 
1867 to 1930, or any order, rule or regulation made thereunder A 
minute examination of the British North America Act so far as it related 
to Federal finance is beyond the scope of this Enquiry : it would involve 
an excursion into Dominion constitutional law and numerous Privy 
Council decisions. Under section 91 the Dominion has power “ to make 
laws for the peace, order and good government of Canada, in relation to 
all matters not coming within the classes of subjects by this Act assigned 
exclusively to the legislatures of the Provinces By this clause the 
residue of powers not expressly given to the Provinces is reserved to the 
Dominion. The Dominion is also given unlimited powers of taxation (the 
raising of money by any mode or system of taxation). Section 92 (2) 
gives the Provinces power to levy “ direct taxation within the Province 
Section 92 (9) is not clear, as it is not certain whether indirect as well 
as direct taxation is authorised by the words “ shop, saloon, tavern, 
auctioneer and other licences Can, too, licences be made to cover any 
kind of business activity or does it apply to a limited genus of which 
those specifically mentioned are examples ? This is not really important, 
because the chief source of Provincial revenues is direct taxation under 
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section 92 (2). The Privy Council has put a restrictive interpretation on 
section 91, viz. that the Dominion has power to make laws “for the peace, 
order and good government of Canada ” only in temporary and overwhelm¬ 
ing emergencies such as war, pestilence or famine. A deep-rooted social 
malaise, such as unemployment, is beyond the power of the Dominion 
unless it is comprised in the enumerated heads of section 91. This means 
that most of present-day legislation on the social services (which was never 
contemplated or expressly provided for by the North America Act, 1867) 
must be enacted by the Provinces. “ There is much truth ”, says the 
Royal Commission on Dominion-Provincial Relations,^ “ as well as some 
exaggeration, in the contention that the ‘ Property and Civil Rights in 
the Provinces ’ clause * has become the real residuary clause of the Constitu¬ 
tion.” The Privy Council’s decisions of 1937 on a number of Dominion 
•measures, known as the Bennett “New Deal”, again emphasised the wide 
range of Provincial powers in social security legislation. It was held that 
the Acts of the Canadian Parliament dealing with the weekly day of rest 
in industrial undertakings, with minimum wages and with the limitation 
of hours of work went beyond the Dominion Parliament’s powers as they 
affected “Property and Civil Rights in the Provinces ” under section 92 (13). 
For the same reason the Employment and Social Insurance Act providing 
for a national system of unemployment insurance in specified industries 
and financed by compulsory contributions from employers and employees 
and by contributions from the Federal Government was also held to be 
unconstitutional. Uniformity of standards in many kinds of social security 
and labour legislation is desirable, but the Dominion Government must 
leave this to the Provinces, and the Provinces were limited by the financial 
provisions in section 92 of the British North America Act. For a quarter 
of a century the Dominion had overcome the difficulty by giving conditional 
grants to the Provinces, but administrative co-operation had not resulted 
in efficient co-operation. The Privy Council also declared the Natural 
Products Marketing Act invalid. This Act provided for the marketing 
and distribution of products by a Dominion Marketing Board. The Privy 
Council held that the Federal power to regulate trade and commerce under 
section 91 (2) did not extend to the regulation of trading transactions 
completed within a single Province. The Dominion’s power was confined 
to interprovincial and international aspects of trade. The decision of the 
Privy Council brought home again the fact that the power to regulate the 
economic life of Canada is divided between the Dominion and the Pro¬ 
vinces, and neither the Dominion nor the Provinces can encroach upon 
the sphere of the other. At the same time the Dominion has extensive 
powers of economic regulation enumerated under section 91. It can 
^ Book I, The Constitution Today, chap, ix, p. 247. ® Section 92 (13). 
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control companies with Dominion charters ; the grain trade by declaring 
local works to be for the general advant^age of Canada under section 92 
(10c); banks, monetary matters, transportation, shipping, etc. (under the 
enumerated heads of section 91); and it can prohibit economic or 
industrial practices, e,g. certain kinds of trade combination, under the 
criminal law as a pretence or pretext to encroa(‘h upon Provincial powers. 
As the Constitution is now, it is doubtful whether or not delegation of 
legislative power is constitutionally possible. The delegation of power by 
a Province to the Dominion and vice versa would be a device for over¬ 
coming in practice the difficulties arising in regard to economic activities 
from the division of legislative power between the Dominion and Provinces 
of the Federation. It has recently been declared by the Supreme (^ourt of 
Canada that Parliament or a Provincial legislature may authorise ‘‘delega¬ 
tion in depth ” to the limits of their respective powers so long as Parliament 
or the legislature retains (as it iniiot, premising its continued existence) 
the ability to withdraw the delcgat^id authority.^ Close and continuous 
co-operation is taking place and is in contrast with the original conception 
of federalism in which there was a clear-cut division of powers. It is doubt¬ 
ful, as already noted, whether such co-operation is sound from the view¬ 
point either of administration or of public finance. The history of the 
administration of conditional grants reinforces this. The constant danger 
of Dominion-Provincial friction affects spheres of j oint administration. The 
Royal Commission on Dominion-Provincial Relations was of opinion that 
“ Where legislative power over a particular subject mattt^r is divided, it is 
ordinarily desirable that these powers should be pooled under the control 
of a single government m order to secure unified effort in adminis¬ 
tration ”.2 


III. Government Revenues before the War 

The summary tables below are intended to bring out the essential 
features of the revenue system, the public expenditures and public debt of 
Canada in the pre-rearmament year 1937. Data for war years have also 
been compiled, as has been done for the crisis years during the depression 
1929-36 in order to study crisis finance in its various aspects. Further 
details are given in the general tables in Part III of the Enquiry. 

The most arresting fact underlying all these tables is the greatly 
increased cost of government in Canada in recent years. Governments, 
Dominion, Provincial, and Municipal or Local, have been extending their 
services in all directions. This is clearly seen in the very rapid growth 

^ Vide Supreme Court of Canada in “Reference tp Regulations (Chemicals) Under 
War Measures Act “ (Canadian Bar Rtview, Toronto, Feb. 1943). 

“ Report, Book I, p. 259. 
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in expenditures connected with social security and with development. 
With the growth in expenditures there has been increasing competition 
for revenues on the part of the various layers of Government. The 
following table shows this growth at a glance ; 

TABLE I 


Government Expenditures and Revenues in Canada ^ 
(Fiscal year nearest to calendar year) 


- - - - 

1913 

1921 

A. Expenditures 

$ millions 

1920 1 1930 1 1937 

1940 

PercenUgp 

Increase, 

1940 over— 

1913 1 1937 

Dominion . 

131 

381 

314 

419 514 

1278 

875 

149 

Provincial . 

49 

91 

127 

188 261 

276 

463 

6 

Municipal . 

100 

206 

240 

285 282 

279 

179 

-1 

Total 

280 

678 

681 

892 1057 

1833 

554 

73 

The relatively large 

increase in Dominion expenditure 

as compared with those 

of Provincial 

and Local expenditures 

is striking. To 

meet these expenditures 

the following revenues were necessary : 








B. Revenues 










Percentage 




1 millions 


Increase, 







1040 

A'cr - 


1913 

1921 

1926 

1930 1037 

1940 

1913 

1937 

Dominion . 

148 

360 

391 

345 500 

763 

416 

53 

Provincial . 

46 

91 

136 

178 247 

286 

522 

16 

Municipal . 

110 

230 

271 

317 309 

313 

185 

1 

Total 

304 

681 

798 

840 1056 

1362 

348 

29 


‘ TJit3 flgurt's ill this t-abh* are gross i‘xiieniliiiires ami rpvenues and do not tlierefore agree witli 
tlie figures in the following tables, where net figures are given and double counting has been eliminated. 
The figures for 1940 are taken from Comparative Statintirs of Public Finance, 1936-1940, compiled 
for the Dominion-Provincial Conference of Jan. 1941, on the same basis os those of Uu* Itoweli-Slrois 
Report, 

The table also brings out the effect of the war in further increasing the 
preponderance of the Dominion and in creating a substantial Dominion 
deficit. This is further illustrated by Table II in which Government 
revenues and expenditures are compared with the national income. It 
also shows the growing importance of defence expenditures. 
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Government Revenues and Expenditures expressed in Terms of the 
National Income ^ 



1937-38 

194U-41 

1941-42 

National Income ^ ($ millions) 

4404 

5345 

0500 

Revenues : 




(flf) $ millions : 




Dominion . 1 

517 

872 

1488 

Provincial 

2B8 

305 

305“ 

Municipal .... 

300 

314 

313 

Total .... 

1114 

1491 

2106 

(6) Per cent of tlic national nitoine : 




Dominion .... 

12 

10 

22 

Provincial 

t> 

0 

5 

Municipal .... 


0 

6 

Total .... 

25 

28 

32 

Expenditures : 




(«) S millions : 




Dominion .... 

535 

1250 

1885 

Provincial .... 

274 

273 

274 “ 

1 Municipal .... 

311 

314 

309 

Total .... 

1120 

1837 

2468 

(6) Per cent of the national income : 




Dominion .... 

12 

23 

29 

Provincial .... 

0 

5 

4 

Municipal .... 

7 

0 

6 

Total .... 

25 

34 

38 

Defence or War Expenditure : * 




$ millions ..... 

33 

778 

1,382 

Per cent of the national income. 

1 

15 

21 

Per cent of Dominion expenditure 

0 

1)2 

73 

Per cent of total expenditures . 

3 

42 

56 

Population (thousands) 

i 11,120 

11,385 

11,420 

Per capita ($) .■ 




National income .... 

390 

470 

569 

Revenues ..... 

100 

131 

184 

Expenditures .... 

101 

161 

217 

Defence or war expenditure 


68 

i _ 

122 


' TIUh table is baaed on flgurea supplied by the Domiiiiun Statistician. They correspond to the 
public accounts, and not to those of the Rowell-Sirois Report. 

* Tentative Hgures for the calendar years 1937, 1940 and 1941. 

■ Estimated. ‘ See also Tabic 11,[Part III. 
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Table III gives the main heads of revenue in millions of dollars under 
four main groups — Group I, Progressive Taxes ; Group II, Taxes on 
Property ; Group III, Mainly Taxes on Business; Group IV, Mainly 


TABLE III 

The Revenue System of Canada, All Governments, 1937 
($ millions) 



Dominion 

Provincial 

Municipal 

Total 

Group I. Progressive Taxes : 

Personal income taxes . 

51 

12 

2 

66 

Succession duties 


36 


36 

Total, Group 1 . 

51 

48 

2 

101 

Group 11, Taxes on Property : 





Property taxes on real estate . 


3 

144 

147 

Property taxes on buildings 


3 

112 

115 

Business property taxes 


. . 

14 

14 

Public domain 

2 

21 


23 

Total, Group 11 . 

2 

27 

270 

299 

Group III. Mainly Taxes on Business : 





Corporation taxes 

72 

34 

.. 

106 

Company fees, licences, etc. 

2 

8 

10 

20 

Total, Group III . 

74 

42 

10 

I 26 

Group IV. Mainly Consumption Taxes : 





Customs (including $7 millions on liquor) 

112 



112 

Excise (including $20 millions on liquor) 

52 

.. 


52 

_ 1 

Other Similar Taxes and Licences : 
Manufacturer’s taxes 

17 



1 

17 

Sales taxes .... 

138 

2 

4 

144 i 

* Gasohne tax .... 


39 


39 

Liquor control (other than customs and 




1 

excise) ..... 


30 


30 ' 

' Automobile licences 


26 


26 

Amusements .... 


3 


3 

Sub-total, Other Taxes and Licences 

155 

100 

4 

259 1 

Surplus Utility Earnings . 

7 

1 

6 

””l4 i 

\ 

Miscellaneous (taxes and receipts) 

12 

5 

17 

341 

' Total, Group IV 

338 

106 

27 

471 

Dominion subsidies to Provinces * 


21 


21 

j Grand Total .... 

465 

244 

309 

1018 

Leas duplications (mainly subsidies) 

22 



22 

1 Net Total ..... 

443 

244 

309 

996 


— 

_ _ _ 

__ 

_ 


^ Including duplication amounting to |l-5 millions. 

■ Provincial eubaidles to municlpalitleB have been deducted from off-setting expenditures in the 
Report of the Royal Commission. 
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Consumption Taxes. The shares of Dominion, Provincial and Municipal 
Governments are shown. The classification is, as explained in Chapter H 
not an ideal one but the best possible to bring out the oharacteristicB of a 
Federal system of taxation. No clear line of demarcation is possible in 
every instance. Thus the taxation of foreign dividends in recent years 
may be classified as a tax on income or as a tax on corporations. Although 
Dominion loans are exempt under the Act, Provincial Government loans 
are not, and if the tax on foreign dividends were placed in Group III 
under business taxes this fact would have to be remembered. Again, 
taxes classified as progressive are not always completely progressive in all 
incomes. Very high rates are levied on large incomes and on large estates, 
and less is taken from medium incomes and medium estates. Canadian 
taxation is progressive as between medium and large incomes, but, at any 
rate in 1937, regressive as between small and medium incomes. 

As in the previous chapter it is convenient to express the datA in 
the above tables in the form of percentage showing the percentage 
share of each Government in eacli tax and also the percentage which 
each tax bears to the revenue of each Government. This is given in 
Table IV. 

From Tables III and IV the following characteristics emerge. The 
tax system is predominantly regressive. The Dominion Government, for 
example, has a very productive source of revenue in a comparatively high 
sales tax. This tax in 1937 yielded $138 millions out of a total Dominion 
revenue of $465 millions, as compared with $112 millions from customs 
and $52 millions from excise. In the second place, only 10 per cent of the 
total taxation of Canada (all Governments) is in the first group — pro¬ 
gressive taxes. The personal income tax produces only 11 per cent of the 
Dominion revenue and 5 per cent of total Provincial revenues. This was 
the position before the war. These percentages require further analysis 
in order to see how far the principle of progression is applied. Three- 
quarters of this 10 per cent comes from incomes over $10,000 and propor¬ 
tionately large estates and 35 per cent from incomes of $50,000 and over. 
The Dominion income tax in 1937 was, on very large incomes, one of the 
highest in the world, and when combined with Provincial income taxation 
in the four Western Provinces was perhaps the highest in the world. In 
Alberta, for example, the combined Dominion-Provincial income tax 
reached, before the war, 105 per cent of the total income of $1 million. 
A table given below and published in the Report ^ shows a variation on 
the highest incomes varying from 33 per cent of the total income in Nova 
Scotia (Halifax) and Quebec to 58 per cent in Saskatchewan (Regina). 
In addition to these differences there are also major differences in 
^ Od Dommion-Provinoial RelatiouB, Book II, p. 111. 
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TABLE IV 


The Revenue System of Canada, All Governments, 1937 
(Percentage distribution) 



Percentage Share of each 

Percentage Distribution of 


Government in Total 

each Government's 

1 


Revenues 



Revenues 


1 

s 

_o 

"H 

u 

73 

p. 


a 

o 

1 

■a 

a 


1 

1 

1 

a 

B 

o 

p 

d 

o 

"S 

1 

s 

Total 

a 

1 

D 

P 

a 

V 

e 


Total 

Group I. Progressive, Taxes : 









Personal income taxes 

79 

18 

3 

100 

11 

5 

1 

6 

Succession duties 


100 


100 


15 


4 

Total, Group I . 

50 

48 

2 

100 

11 

20 

1 

10 

Group II. Taxes on Property : 









Taxes on real estate . 


2 

98 

100 


1 

47 

16 

Taxes on buildings 


3 

97 

100 


1 

36 

12 

Business property taxes 



100 

100 



6 

1 

Public domain 

10 

90 


100 


9 


2 

Total, Group 11 . 

1 

9 

90 

100 


11 

88 

30 

Group III. Mainly Taxes on 









Business : 









Corporation taxes 

68 

32 


100 

15 

14 


11 

Company fees, licence.s, etc. 

11 

39 

50 

100 


3 

3 

2 

Total, Group III 

59 

34 

7 

100 

15 

17 

3 

13 

Group IV. Mainly Consump¬ 









tion Taxes : 









Customs .... 

100 



100 

26 



13 

Excise .... 

100 



100 

11 



4 

Other Similar Taxes and JA- 






“ - 



cences : 









Manufacturer’s taxes 

100 



100 

4 



2 

Sales taxes 

96 

1 

3 

100 

30 

1 

1 

14 

Gasoline taxes 


100 


100 


16 


4 

Liquor control (other than 









customs and excise) 


100 


100 


12 


3 

Automobile licences . 


100 


100 


11 


3 

Amusement taxes 


100 


100 


1 



Sub-total, Other Taxes and 









Licences 

60 ~ 

38 

”^2 

100 

~34~ 

41 

1 

26^~ 

Surplus Utility Earnmgs 

60 

7 

43 

100 

3~ 


2 

1^ 

M iscellaneous 

33 

16 

62 

100 

1 

~3~ 

5 ~ 


Total, Group IV 

70 

24 

6 

100 

~74 

44 


47 ” 

Dominion subsidies to Provinces 


100 


100 


8 


2 

Grand Total . 

46 

24 

30 

lOcT' 

100~ 

100 

^00~ 

To¥~ 

Less duplications 

100 



100 

5 



2 

Net Total 

~44 

~26 


100 

95 

^ocT 


100 




_ 

___ 

_ 

_ 

_ 

_ 


* Provincial subsidies to Municipalities have been deduced from offsetting expenditures in the 
Report of the Royal Commission. 
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Dominion, Provincial and Municipal Ini’ome Taxes payable by a 
Married Man with No Chill ren * 



$3000 

Gross Income 

$10,000 

$100,000 

Tax payable by resident of— 

$ 

c 

f c. 

1 V . 

Charlottetown, P.E.I. 

61 

90 

821 20 

38,249 16 

Halifax, N.S. 

30 

00 

546 00 

32,618 60 

St. John, N.B. 

30 

00 

636 00 

36,283 60 

Quebec, Quebec 

30 

00 

546 00 

32,618 60 

Montreal, Quebe« 

33 

00 

655 20 

39,022 20 

Toronto, Ontario . 

44 

65 

778 70 

30,920 64 

Winnipeg, Manitoba 

77 

04 

993 28 

46,864 62 

Regina, Saskatchewan . 

71 

50 

1034 25 

58,230 90 

Edmonton, Alberta 

65 

00 

1036 00 

58,228 60 

Victoria, B.C. 

60 

00 

1051 00 

65,513 60 

New York, U.S.A. 

2H 

00 

655 00 

38,274 00 

London, England 

1 283 

13 

1910 63 

50,120 00 

Paris, France 

1 

679 

00 

3564 00 

54,239 00 


> Aatiumiug all earned Income in $.i(K>0 and $10,000 brackets, and $14,000 earned liicoine lii 
$100,000 bracket. Hates prior tt) Sept lOSO 


exemptions and in the determination of taxable income. An equitable tax 
in every sense of the term is almost an impossibility, but when the varia¬ 
tions are as great as those quoted they are very unsatisfactory from the 
individual taxpayer’s point of view. It cannot be said that tax justice 
obtains where an individual is taxed twice on the same income by two 
taxing authorities, such as, for example in Alberta and British Columbia 
where the income paid to the Dominion is not allowed as an exemption. 
The following table shows the percentage of the gross income taken in 
British Columbia and Alberta in contrast with the percentage taken m 
Ontario, where the provmcial rate is half the Dominion rate and where 
the income tax paid to the Dominion is allowed as an exemption : 


TABLE V 

Percentage op the Gross Income taken by the Provincial Income Tax 

(Married man wi+h no dependants — prior to Sept. 1939 
Dominion Income Tax increase) 


Income, $ 

Urliish Columbia j 

Alberta 

1 Ontario 

100,000 

23 

26 

7.4 

500,000 

27 

29 

7-8 

1 , 000,000 

27 

30 

7-7 


Source .—Report of the Royal Coiunilasion on Dominioii-Provinrial Belatioua, Bo<ik II, p. 168. 
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It is clear that equity as between individuals and as between different 
regions is not possible in such circumstances. It was for this reason that 
the Royal Commission recommended that among other things the 
Dominion should be conceded the exclusive right to levy taxes on personal 
incomes, a recommendation accepted by the Dominion Government. An 
income tax for the Dominion as a whole could not otherwise be developed. 
Six Provinces and a number of Municipalities were levying income tax in 
addition to the Dominion. The Dominion has made good, as will be seen 
below, to the Provinces the revenue from income tax previously received 
by them from that source. For the duration of the war all the Provinces 
concurred with this arrangement.^ 

If, as recommended by the Royal Commission, the taxes which lend 
themselves most readily to progression (viz. the personal income tax and 
succession duties) were (permanently) entrusted to the Dominion Govern¬ 
ment and made uniform throughout Canada, each Provincial Government 
would be in a position to provide directly or through Local Authorities 
normal educational and other social services and development without 
having to impose very heavy taxation. The most outstanding inequality 
in Canadian taxation is territorial, and it is in the least wealthy Provinces 
that the percentage of taxes to total and surplus income is highest. With 
the Dominion Government in possession of the progressive taxes par 
excellence it would be possible to find the funds for the National Adjustment 
Grants, payable to those Provinces whose need is great, without resort to 
types of taxes which reduce the national income. At the same time there 
is the danger, a real danger in a Federation, of centralisation leading to 
the loss of real provincial self-government. This is analysed further in 
Chapters VIII and IX. 

The high regression of the Canadian system before the war is well 
seen from the high proportion of taxes on consumption (Group IV) and 
also of those taxes in Group III which are not levied on income. The high 
regressive nature of the system is also seen in an examination of the taxes 
in those groups. Thus the Canadian sales tax of 8 per cent takes a much 
higher proportion of income than the sales taxes of most other countries. 
It has been estimated that it takes from 3^ to 5 J per cent of the income 
according to the distribution of consumption. Its great merit is its pro¬ 
ductivity. On the other hand, while it collects for the Government 8 per 
cent of the manufacturer’s price, it takes from the ultimate taxpayer 
approximately the same percentage of the retail price. The tax is 
pyramided, since each buyer calculates his profit on the price at which he 
buys, a price which includes the tax. 

^ In the Budget for 1942-43 the Dominion Government assigned $84,428,000 to the 
Provinces as compensation for their loss of income tax. 
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Another criticism of the Canadian revenue system is that the burden 
of taxation is on costs rather than on surplus. Taxes which increase costs 
of production tend to eliminate the marginal firm or industry and to 
interfere with investment. The result of the tendency of marginal firms 
to disappear and of the tendency of potential investors to refrain from 
engaging in new enterprises, is that both labour and capital resources will 
be thrown out of employment and that the national income will be 
correspondingly diminished. Out of this diminished national income a 
larger revenue than before will have to be raised, as the unemployed will 
have to be mamtainod at the public cost. If, in order to raise the larger 
revenues, new taxis are imposed w^hich bear on costs, the vicious circle 
will be completed. The alternative to taxes which increase business costs 
lies in taxes falling on profits or other surpluses. In the long run this 
means that the latter taxes should be rojJaeed by an expansion of the per¬ 
sonal income tax.^ Among taxe.s on costs are the taxes in Group IV and 
also taxes on corjjoratioiis in Group JII other than those on net income, 
becaus(‘ they have to be paid regardless of the fact that net income has 
been earned or not — such as taxes on capital stock, the number of 
branches and other fixed taxes on corporations. In short, the Canadian 
S 3 ^stem has been criticised as not collecting a given amount of revenue with 
the least burden on the national meomc. The very high proportion of the 
tax burden that falls on coLsts rather than on profits, together with the lack 
of co-ordination in tax policy among the competing iax authorities, reduce 
the national income by restricting marginal mvestment, production and 
employment. Three-quarters of the total taxes before the war have no 
direct relationship to net income and at any rate, under the pre-war 
division of revenue powers, could not be so adjusted. 

Lastly, as will be seen, the revenue sources of the Provinces and the 
Municipalities arc limited, while within the framework of the Constitution 
these layers of Government have a very important position especially with 
respect to social security. This means that they cannot efficiently perform 
what is in this respect required of them. The position is all the more 
difficult because of the load of dead-weight debt which the Provinces and 
Municipalities carry, the equivalent of one-fifth of the total Municipal- 
Provincial expenditures. The shares of the Provinces and Municipalities 
in the various revenues are shown in the following table ; 

^ Report of the Royal Commiaaion on Dominion-Provincial Relations, Rook II, p. 16L 
As to the extent this has been achieved m Dominion war finance, see section on The 
Canadian Economy in War-Time — section vii below. 
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TABLE VI 

The Distribution of Provincial and Municipal Revenues, Per Capita 
AND Per Cent, 1937 ^ 


1 

Provincial 

Municipal 

Provincial and 
Municipal 

Group I. Progressive. Taxes : 

S 

per capita 

S 

per capita 

$ 

per capita 

per cent 

1 Personal income taxes . 

1*07 

0-17 

1-24 

2 

Succession duties 

1 

3-22 


3-22 

7 

* Total, Group I . 

4-29 

017 

4-46 

9 

1 Group II. Taxes on Property : 





1 Real property taxes 

0-53 

22-07 

22*60 

45 

1 Public domain 

100 


1-90 

4 

Total, Group II . 

2-43 

22-07 

24-50 

49 

Group III. Taxes on Business : 





Corporation taxes 

3-06 


3-06 

6 

Group IV. Mainly Consumption Taxes : 





Sales taxes .... 

017 

0-40 

0-57 

1 

Gasoline taxes .... 

3-50 


3-50 

7 

Motor vehicles .... 

2*34 

a 

2-34 

5 

Liquor control .... 

2-68 


2-68 

5 

Other licences, permits and fees 

0*74 

0-04 

1-68 

3 

Amusement taxes 

0-26 


0-26 

1 

Miscellaneous services . 

0-09 


0-09 


Surplus utility earnings 


0-5() 

0-56 

1 

Miscellaneous revenues 

0-55 

3-70 

4-26 

9 

i 

Total, Group IV . 

10-33 

5-60 

15-94 

32 

Dominion Subsidies to Provinces 

1-91 


1-91 

4 

Grand Total .... 

22-02 

27-84 

49-87 

100 


^ These figures are based on those in Book HI of the Rowell-Sirois Kcpori, ^^he^ea^ Tables HI and 
IV are based on those in Table 84, p. 211 of Book I. The two sets of figures differ in their classification 
of revenues, though not in the totals. 

■ Particulars not available ; included under “ Other Licences, Permits and Fees ”, 


Provincial Revenues 

The detailed table showing the data for each Province is given in Part 
III of the Enquiry (Table 5). Considerable care has to be taken in com¬ 
paring these, as they have to be analysed in relation to the Provincial 
income, especially the free or taxable surplus income and the amount 
of services supplied by governmental agencies. There are other special 
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circumstances to be considered in making comparisons between Provinces, 
as these differ so much in the division of responsibility for the social 
services, including education, and for the upkeep of roads. Not only does 
the proportion borne for each of these services by Provinces differ widely 
in the same year but also in the same Province between different periods. 
In Prince Edward Island, for example, where there is a small agricultural 
economy combined with a lack of industrial and urban development, there 
is a Federal subsidy three times the average per capita for all Provinces 
and one-third of the total Provincial-Municipal expenditures. In Nova 
Scotia small-scale subsistence industry and a vulnerable economy make 
for low taxable capacity. As compared wdth other Provinces, the low 
return from property taxation and the relatively high proportion of 
revenues from the Federal subsidy are striking. In New Brunswick, “ the 
best-watered country in the world as in the other Maritime Provinces, 
real property taxation is below the average and progressive taxation is 
negligible. The latter is left to Municipalities and levied on a frequently 
arbitrary assessment at the local real property tax rate with exemptions 
varying according to local conditions. It combines a small poll tax and a 
rough approximation of a property tax. In Quebec, which conforms to the 
average revenue system, income and sales taxes are levied by Municipal¬ 
ities rather than by the Provincial Government. Developed progressive 
taxes are absent from Provincial income. The Church has a unique 
position in Quebec, since it carries out functions, e.g. in education and 
social welfare, performed in other Provinces by Provincial and Local 
Governments. Hence the Quebec taxpayer contributes more for such 
services than appears from the public accounts. This falls especially on 
real estate, partly because the greater part of church property is exempt 
from taxation. This is also one of the factors which have caused some 
Local Authorities to turn to income and sales taxes and to corporation 
taxes (licences and fees). In Ontario, in 1937, subsidies from the Dominion 
Government were less than 2 per cent of Provincial-Municipal revenue, and 
Provincial subsidies to Municipalities are 20 per cent of those. Since the 
depression Quebec’s financial position has suffered, as its economy 
depended to a large extent on world trade. Ontario’s tax policy is affected 
by Federal tax policy to a greater extent than in other Provinces, 
and in progressive taxation her action is limited to Federal policy. 
The high level of property taxation has provided the Municipalities 
with considerable revenue. The revenue system of Manitoba is one 
of the soundest in Canada. Not only is the yield of real property taxation 
large, especially in Winnipeg, but there is an emphasis on direct taxation 
such as the Provincial income tax and succession duties. In 1937 these 
were 20 per cent of total Provincial revenues. This is perhaps due to a 



86 


FEDERAL FINANCE IN PEACE AND WAR 


PT. I 


large portion of Prairie surplus revenue being centred in Winnipeg. The 
per capUa income of Saskatchewan is, with the exception of Prince Edward 
Island, the lowest in Canada. There are no urban centres or corporations 
in the Province where surplus income accumulates and consequently 
Provincial taxation is unsatisfactory. In emergencies the existing system, 
depending as it does on a major industry, wheat, is in a particularly 
unfortunate position. The tax sources tend to yield much less than the 
Canadian average. The sales tax, however, is an effort to broaden the 
basis of taxation and has been productive to a degree few other taxes 
could have been in the circumstances. In Alberta the Provincial real 
property tax still prevails, as in Saskatchewan, to a distinctive degree. 
Progressive taxation in spite of high rates is below the average for all 
Provinces. Corporation taxes were increased during the period under 
review on grounds perhaps other than of revenue. The per capita revenue 
of British Columbia is nearly double the Canadian average. Municipal 
revenues there are at the Canadian average although the proportion of 
municipally organised areas is much smaller than in most Provinces. 
Corporation taxation and revenues from the public domain are three 
times the Canadian average. British Columbia is rich in resources and 
to exploit these resources corporation organisation is greatly developed. 
The high Provincial income makes it possible to provide Government 
services well above the average Canadian standard. 

This brief survey of Dominion, Provincial and Municipal revenues 
would be incomplete without some reference to the revolutionary changes 
in the economic and social role of Government which have necessitated 
an immense increase in Government revenues and new kinds of revenue. 
The proportion of the national income spent by Governments has risen 
from less than 10 per cent at Confederation to 25 per cent or more in 1937, 
and taxes used in 1874 would have provided but one-half of all Government 
receipts in 1937, including the property taxes which have continued to 
support almost the whole of the great increase in Municipal services. The 
Dominion Government has expanded its income by a heavy sales tax, by 
the taxation of business and by the personal income tax, the fairest of 
taxes. In 1937 the Provinces, which had been given power to levy direct 
taxation, receipts from the public domain, licences and fees, and were 
expected to rely to some extent on fixed unconditional Federal subsidies 
under the Constitution, obtained less than one-fourth of their income 
from these sources. The great bulk of new sources for the Provinces could 
not have been foreseen at the time of Confederation, sources which have 
been interpreted as falling within Provincial jurisdiction. In the words of 
the Royal Commission, “ Some of these sources are directly competitive 
with those employed by the Dominion ; many of the others constitute 
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onerous or uneconomic levies on consumption and the cttsts of production’'. 
With the joint occupation of the field of direct taxes, neither the Dominion 
nor the Provinces nor both together have been able to employ the pro¬ 
gressive taxes to the extent which is economically and socially desirable. 
It is clear that the present situation in Canadian public finance represents 
a wide departure from the conception of the Fathers of Confederation 
and from the spirit of the financial settlement which they devised Costly 
Government responsibilities which have become national in scope are 
being supported by Regional and Local revenue. Revenue sources which 
have become national in character are being employed by Regional and 
Local Government^ to the complete or partial exclusion of the Central 
authority.^ It is interesting to compare these views with the position 
tliat has resulted from the war.^ 


IV. Public Expenditures before the War 

Next we turn to public expenditures. The most outstanding features 
of the division of Government expenditures between the Dominion, 
Provinces and Municipalities in 1937 are brought out in the following two 
tables, VIT and VIII, on pp. 88 and 89. 

The main features of these tables are as follows : 

(1) The large recurring expenditure on debt charges— 27 per cent 
of the total expenditure of all Governments, and 61 per cent of the total is 
on Dominion debt. 

(2) The primary functions of Government, including debt charges, 
account for 52 per cent of the total, and the secondary functions — the 
social services and development including transportation — ac(‘ount for 
the remaining 48 per cent. 

(3) Relief expenditures, mainly unemployment but also advances to 
farmers, are the legacy of the great depression. Excluding debt charges 
they account for 13 per cent of the expenditures, but including debt 
charges for this function alone they account for 15 per cent of the total. 

(4) Development, including transportation, accounts for 12 per rent 
of the expenditures excluding debt charges, but 30 per cent including 
developmental debt charges; from 1867 onwards the main object of public 
loan policy has been tlie provision of transportation facilities, railways, 
canals, public works and harbours. The unification of railways, water¬ 
ways and harbours was the enormous task of the Dominion Government 
under the British North America Act, 1867. With the advent of the motor 
car millions of dollars have been spent on the construction of roads. 


^ Report, T3ook 1, chapter viii, pp. 245-6. 
* See Portion vii below, page 93. 
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TABLE VII 


Public Expenditures from Revenue in Canada, All Governments, 1937 

(9 millions) 



Dominion 

Provincial 

Municipal 

ToUl 

1, Primary Functions : 





Legislation, administration and justice 

52 

33 

65 

150 

National defence .... 

34 



34 

Military pensions and aftercare 

54 



54 

Miscellaneous .... 


9 


9 

Debt charges .... 

167 

51 

55 

273 

Total, Primary Functions . 

307 

93 

120 

520 

2. Secondary Functions : 

(1) Social Services : 





Education .... 


32 

77 

109 

Unemployment relief . 

66 

43 

18 

127 

Other public welfare . 

44 

44 

36 

125 

Sub-total, Social Services . 

110 

119 

131 

361 

(2) Developmental: 





Agriculture and public domain 

20 

21 


41 

Transportation 

1 

20 

25 

31 

76 

1 

Sub-total, Developmental . 

40 

46 

31 

117 

Total, Secondary Functions 

150 

165 

162 

478 

Subsidies to Provinces 

21 

■ ' *' 


21 

Grand Total .... 

478 

258 

282 

1018 

Leas duplications .... 

22 



22 

Net Total ..... 

456 

258 

282 

996 

______ _ _____ 

I_ _ _ 

-___ 

_ __ 

-__ ___ 


* Provincial Hiibsidies to Municipalities have been deducted from offsetting expenditures in the 
Report of the Royal Commiasion. 


Two-thirds of the total net debt charges in 1937 were for development, 
mainly transportation. 

(5) Unconditional subsidies paid to the Provinces account for only 
4 per cent of the total expenditure of the Dominion Government. 

(6) Education accounts for 12 per cent of Provincial, 27 per cent of 
Municipal and 11 per cent of total expenditures. 

It is of interest to compare the main group of expenditures including 
and excluding debt charges for each main group. In other words, in the 
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TABLE Vm 


Public Expenditures from Revenue in Can ad i, All Governments. 1937 
(Percentage distribution) 



Percentage Share of each 

Percentage Uisbrlbutlun 


G^^crIlnu‘Ilt in Total 

of oarh Government's 



Evptuidituro" 



Exptuui It lire 



c 

c 


eg 

Ci, 


d 

o 


t 



ct 

£3 

s 

Total 

d 

d 

c 

Total 


£ 

o 

O 

d 

d 

» 

1 

> 

o 

£ 

I 

1. Primary FuncUons 









Lt^gmlation, admmmtratinn and 









justice .... 

34 

22 

44 

100 

11 

13 

28 

15 

National defence 

100 



1(K) 

7 



3 

Military pensions and aftercu'c 

100 



100 

12 



6 

Miscellaneous 


100 


100 


4 


1 

Debt charges 

(11 

19 

20 

100 

35 

20 

20 

27 

Total, Primary Functions 

00 

17 

23 

100 

65 

37 

48 

52 

2. Secondary Functions 









(1) Social Scrvu cs : 









Education . 


29 

71 

100 


12 

27 

11 

Unemployment relief 

55 

34 

11 

100 

14 

16 

6 

13 

^ Other public welfare 

34 

36 

30 

100 

9 

17 

9 

12 

Sub-total, Social Services 

33 

33 

34 

100 

23 

45 

41 

36 

(2) Developmental • 









1 Agriculture and public domain . 

49 

51 


100 

4 

B 


4 

1 Transportation 

27 

33 

40 

100 

4 

10 

11 

8 

^ Sub-total, Developmental 

34 

39 

27 

100 

8 

18 

11 

12 

Total, Secondary Functions . 

31 

35 

34 

100 

31 

63 

52 

48 

Subsidies to Provinces 

100 

^ 1 


100 

4 



2 

Grand Total .... 

47 

25 

28 

100 

100 

100 

100 

102 

Less duplications 

100 



100 

5 


•• 

2 

1 Net Total 

46 

26 

28 

100 

95 

100 

100 

100 





1 





* Provincial siibsirtips to Municipalities liavc been deductoil [rum offaetting expenditures in the 
Report of the Royal Cominiasion 


former case the debt charges are apportioned to the expenditure group 
concerned and in the latter the debt charges are lumped together under 
primary functions. The results are given in the first of the small tables 
overleaf. The large capital expenditure on railways accounts for the 
discrepancy between the last two columns there. The percentage dis¬ 
tribution of each Government’s expenditures including the appropriate 
debt charges is given in the second of the small tables overleaf. 









90 


FT. ] 


FEDERAL FINANCE IN PEACE AND WAR 



Fercentafse of Expenditures 
in 1937— 

Including 

Debt 

Charges 

Excluding 

Debt 

Charges 

Primary Functions 

29 

52 

Sejctmdary Functions : 



1. Education .... 

12 

11 

2. Public welfare : 



Unemployment relief 

15 

13 

Other .... 

14 

12 

3. Development and transportation 

30 

12 

Total, Secondary Functions 

1 

71 

48 

1 

1 Total Extenijitures . 

1 

100 

100 

1 _ 

1 

_ _ 



Dominion 

Provincial 

Munipipal 

Total 1 

Primary Functions 

35 

18 

28 

29 

Secondary Functions : 




1 

1. Education .... 


13 

32 

12 , 

2. Public welfare : 





Unemployment relief 

17 

19 

7 

15 

Other .... 

9 

18 

16 

14 

3. Development and traiiaporflation 

35 

32 

17 

30 

1 

Total, Seeundar^^ Functions 

01 

82 

72 

71 

Subaidiea to Provinces . 

4 



2 

Gratstd Total .... 

100 

100 

100 

102 

Less duplications 

5 



2 

Net Total .... 

95 

100 

100 

100 


1 

_ 1 ^ 1 

1 


The detailed tables of relief expenditure on current and capital account 
will be found in Part III of the Enquiry (Tables 8 and 9). They show as 
clearly as the noonday sun the remarkable effect of the economic blizzard 
of 1929-32 on Dominion finance and on the finance of the nine Provinces. 

The fall in the price of wheat was an uncontrollable external factor, 
and this, with internal rigidities of overhead costs, brought great distress. 
Tariff policy, directed to maintain employment in certain regions, threw 
an even greater burden on primary producers. Local vested interests 
sprung up and depression burdens were very unevenly distributed. 'The 
increase in “ Other Public Welfare ” (old-age pensions, hospitals, asylums 
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and public health) was only in part due to the depression. It was also due 
in large part to the economic and social evolutio i which is taking place 
in Canada. When the Act of Federation was passed, the provision of 
minimum social standards was never contemplated, nor was the transfer 
from Municipalities to the Dominion Government of a large part of the 
cost. The effect of large transfer expenditures ^ on the distribution of the 
national income and on the tax structures has sometimes been overlooked. 
It resulted in the collapse of the once accepted division of powers in a 
Federation ; it shattered the old theory that the individual should be 
responsible for his own welfare and that of his dependants. 

V. The PuBLir Debt of Canada before the War 

An analysis of the public debt of Canada for the year 1937 shows clearly 
the large amounts incurred for developmental purposes and in recent 
years for public welfare. The total debt of all Governments was $7863 
millions, and of this $1413 inillioiLs was represented by liquid assets 
{e.g. cash), investments which were completely self-supporting and the 
capitalised value of interest earned by partially Lself-supporting assets. 
The following table shows how the balance of public debt was incurred : 

TABLE IX 

CaNxV.da’s Public Debt in 1037 : Portion not Dirlctly SELr-surpoiiTiNo 

($ millioua^ 



Dumiiiioii 

Pioviiuial 

Muiikipal 

Total 

Debt incurred for— 





1. Primary Functioiu of Government, 





including war expenditures 

1818 

80 



Lea.s cumulative current surplus 





before special charges 

1233 




Total, Primary functions 

rm 

80 

225 

890 

2. Secondary Functions : 

(1) Social Services : 





Education .... 


50 

180 

230 

1 Public welfare 

420 

235 

175 

830 

1 (2) Development and transportation 

3250 

975 

275 

4500 

Total, Secondary Functions 

3070 

1260 

630 

5560 ^ 

Grand Total .... 

4255 

1340 

1 

855 

6450 


Source .—Report of the Royal CommiHSion on Domiuion-Provinnal llelatioiia, Book I, Tabic 7H 


* In 1937 transfer expenditures of all Governments, i.e. expenditures on public welfare, 
mainly unemployment relief and war pensions, and interest on unproductive debts, were 
$406 millions out of a total ex[)enditure of $996 millions. 
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The interest on this debt was $271 millions/ or about 27 per cent of all 
Government expenditures. Of this $100 millions was the cost of servicing 
accumulated deficits, war expenditures, capitalised unemployment relief 
and capitalised losses. The balance, $171 millions, was paid on debts 
incurred for development. 


TABLE X 

Anj^ual Debt Charges of Canada, 1937 
($ millionB) 



Doiiiiiiiun 

Provincial 

Municipal 

Total 

1. Prirmry Functions 

23 

3 

14 

40 

2. Secondary Functions : 

(1) Social Services : 

Education .... 


2 

12 

14 

Public welfare 

16 

9 

11 

34' 

(2) Development and transportation 

128 

37 

18 

183 

Total, Secondary Functions 

144 

48 

41 

231' 

Grand Total .... 

167 

51 

55 

271' 

_ 






* After eliiniuiitioii f>f double 


VI. The Royal Commission on Dominion-Provincial Relations 

This section of the chapter would be incomplete without a reference to 
the recommendations of the Royal Commission on Dominion-Provincial 
Relations, 1940.^ These have been accepted by the Dominion Government. 
At a Dominion-Provincial Conference held in Ottawa in January 1941, 
the premiers of three Provinces — Ontario, Manitoba and British Columbia 
—suggested postponement until after the war. As already noted, an 
Unemployment Insurance Act for the whole of Canada has been passed, 
and the Provinces have withdrawn during the war from the field of 
personal income taxation. The Royal Commission held that the mainten¬ 
ance of the employable unemployed could not be efficiently performed on 
a Provincial basis or by Local Authorities. In this view the Commission 
agreed with the National Employment Commission and La Commission 
des Assurances Sociales de Quebec. They were also of opinion that 
assistance to farmers when operating cost advances had to be given in 
times of widespread disaster, and could not be left to these Governments. 
The Dominion Government, therefore, should assume direct administration 

^ Excluding provision for amortisation. 

^ See Appendix 1 for Summary of Recommendations. 
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and financial responsibility rather than render indirect assistance by way 
of advances to the Provinces. The administration of non-contributory 
old-age pensions, to which the Dominion Government was already paying 
as high a proportion of the cost as it reasonably could without assuming 
control of the administration, should continue to remain with the 
Provinces, and no further financial help was recommended. If, however, 
non-contributory old-age pensions were to be superseded or supplemented 
by a contributory system, the Commission recommended that such a 
system should be under the control of the Dominion. It was also suggested 
that the Dominion should take over all Provincial debts and that each 
Province should pay to the Dominion a sum equal to the interest which it 
now receives from its investments. In view of the peculiar case of the 
Provifice of Quebec, where the per capita debt is low as compared with 
that of other Provinces on account of the fact that the Municipalities 
perform duties discharged elsewh'^re by Provincial Governments, the 
Dominion should take over 40 per cent of the combined Provincial and 
Municipal net debt. The Provinces should surrender their subsidies and 
receive an annual national adjustment grant which should be appraised 
by a small permanent Commission (which might be called the Finance 
Commission) assisted bv an adequate technical staff. The system of 
grants should be reconsidered every five years and would be irreducible 
during this period. For special emergencies, as in the case of 
Saskatchewan, special provision would be made annually. 

The Provinces on their part would renounce the tax on personal 
incomes and taxes imposed on corporations wliich individuals or partner¬ 
ships carrying on the same businesses as the corporations would be required 
to pay. This transfer would include all such taxes, except a bona-fide 
licence fee which would remain with the Province. The Provinces should 
also forgo various forms of succession duty. This would put an end to 
grievances that the differences of rate in the various Provinces where such 
duties are levied are inequitable and distort investment because of the 
differences in rates between Provinces and the dangers of double taxation. 
Many Provinces, it was held, had a grievance because estates built up by 
investment throughout Canada were taxed not for national purposes but 
for the benefit of favourably situated Provinces. Finally, the existing 
Dominion subsidies to the Provinces would be abolished and replaced by 
the system of grants recommended by the Commission. 

VII. The Canadian Economy in War-Time 

Canada’s war-time economy falls into two periods — that prior 
to May 1940, when the Dominion was called on to supply increasing 
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quantities of food and raw materials, and the period subsequent to that 
date when Canada became in addition a supplier of large quantities of 
explosives, chemicals, shells, small-arms ammunition, bombs, tanks, 
vehicles, aircraft, ships and other munitions of war. It was natural, 
therefore, that the War Supply Board should have been superseded in 
April 1940 by the Department of Munitions and Supply which has had 
such an important part in the acceleration of the war effort in all directions. 
It remodelled the Canadian economy to meet the intensified needs of the 
Allies after France fell. When it was decided that the Dominion Govern¬ 
ment should finance and own the required capital equipment, the Depart¬ 
ment came forward with a programme of capital assistance to industry by 
which the greater part of capital equipment has been achieved after June 
1940. Not only have new factories been erected, equipped and financed, 
but private concerns have been enlarged and machinery labelled as 
Government property installed in privately owned factories. Branches 
within the Department of a quasi-autonomous nature were also set up to 
deal with all kinds of munitions production, and these, with two other 
forms of administration — Controllers and Government Corporations — 
have been made the chief means of organising the Canadian economy for 
war. The War-Time Prices and Trade Board, the National Labour Supply 
Council and the Department of Finance have also assisted in the supremely 
important task of war regimentation.^ In 1943 war production had 
reached a remarkably high level. In January 1943 the business placed by 
the Department of Munitions and Supply exceeded $6 billions. In 1942 
war industrial production was at the rate of |2-6 billions, and for 1943 it 
is estimated to reach $3-7 billions. In 1942 one-half of the output of 
munitions was sent to the British theatre of war and to Russia, and 20 
per cent to the United States and Pacific war zones, including China. 
War production was the main reason of the increase in the net national 
income to a new high record — $7-5 billions in 1942 as compared with j{4-6 
billions in 1939, an increase of no less than 61 per cent. By 1943 the 
country’s productive capacity was no longer adequate to support a 
parallel expansion in the output of both munitions and consumers’ goods. 
The production of the latter, therefore, had in an increasing degree to be 
held in check by a system of controls and priorities, including the direct 
control of prices and production, and by the restriction and diversion of 
civilian expenditures by taxation, thereby releasing resources required for 
war purposes. Finance in war-time provides the money required to 

^ Cf. Mobilizing Canada's Resources for War^ Plumptre (Toronto, The Macmillan Co., 
1941); Canadian War Economics, edited by Parkinson (Toronto, University of Toronto 
Press, 1941); “ War Finance and the Canadian Economy, 1914r-20 ”, Deutsek Canadian 
Journal of Economics and Political Science, vol. vi (1940) ; An Approach to War Finance, 
Plumptre, op. cit. vol. vii (1941). 
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mobilise the human and material resources for war and prevents the 
sjiending of money on non-war purposes so that civilian activities do 
not interfere with or frustrate the war effort. The State, therefore, must 
tax adequately as well as it must borrow the savings of both individuals 
and companies or corporations. It must sometimes expand or add to 
credit and currency by borrowing from the banks ; and if there is 
not full employment such expansion may be helpful, since it may 
stimulate production without inflation. If production is getting to its 
maximum and industry cannot expand, more credit or currency will 
result in an increase not in production, but in prices. 

The outstanding features of Canadian public finance in war-time, as 
will be seen from the tables in Part III, are : 

(1) The great growth in Federal (or Dominion) expenditures, which in 
1943 was eight times above the pre-war level. 

(2) The enormous increase m war expenditures. 

(3) The growth in FeJ^eral n venues, most noticeably in the taxation 
of personal incomes and the mi oiues of corporations, in federal succes¬ 
sion duties, in customs duties and excise duties, especially on liquor 
and tobacco, and also in sales taxation ; the burden of personal income 
taxation is greater than that of the United States and similar to that of 
Great Britain. This emphasis on progressive taxation is one of the most 
interesting changes in Canadian war finance. 

(4) The withdrawal of the Provmces from the field of personal income 
and corporation taxes during the war. In 1943-44 the compensation paid 
to the Provinces was $84 millions on this account. 

(5) The policy of the Federal Government to meet half the expenditure 
from taxes and half from borrowing. 

(6) The comparative stability in provincial and in municipal finance 
as compared with the remarkable changes in Federal finance. 

(7) The increase in the Dominion Public debt from $3153 millions in 
the pre-war year to $6182 millions (net) in 1942-43/ despite the-great 
decrease in sterling indebtedness as the country turns from being a debtor 
to a creditor country. It is true that Canada in 1943 is running up a debit 
balance with the United States, but this process has, since the Hyde Park 
Agreement of 1941, slowed down. Under this agreement the United 
States charges to its British Lend-Lease account such exports to Canada 
as are to be \is\ed for Canadian war products exported to Britain, and the 
United States buys more from Canada. Meanwhile Canada accumulates 
sterling balances on a large scale. By December 1942 the total sterling 

^ For 1943^-44 the borrowing needs were estimated at $274S millions. The third Victory 
Loan of Oct. 1942 had a minimum objective of $750 millions, but produced $991 mUliona 
from 2 million BubscribeTS. 
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balances had reached S2770 millions. Of this over $800 millions were 
used for repatriating sterling debt, public and otherwise. $2BO millions 
were covered by British sales of gold to Canada, and the remaining $1700 
millions, by an interest-free loan to Britain of $700 millions and by a gift 
of $1000 millions made early in 1942 under the United Kingdom Financing 
Act. This sum of $1000 millions was included in the Dominion expendi¬ 
ture figure. A similar gift of $1000 millions was put into the Budget 
for 1943-44. 

In Part III of this Enquiry Canadian Tables 1 to 4 and 7 show the tax 
structures, public expenditures and the public debt of Governments in 
Canada after the outbreak of war. It will be noted how great has been 
the increase in the total expenditures of all layers of Government. Before 
the war this was 25 to 30 per cent of the national income and often 
included large expenditures for urban and agricultural relief. In 1941-42 
the deficit of the Canadian national railways disappeared and there was 
also a fall in the expenditure on unemployment and relief, now a small 
item. The demands made on the railways during the last three years have 
already much exceeded the operations of the first world war, and in 1942 
the increase over 1939 was of the order of 60 per cent. The increase in 
the returns of the sales tax, a regressive tax, in 1942-43 and 1943-44, was 
noticeable. Thus in 1938-39 the Federal sales tax was $122-1 millions, 
the Provincial sales taxes $2-4 millions and the Municipal sales taxes $4-3 
millions, or a total of $128-8 millions. In 1942-43 the yield was $218, 
$14-7, $6-7 and $239-4 millions respectively. Other Federal regressive 
taxes also increased, thus miscellaneous Federal taxes increased from 
$22-9 millions in 1938-39 to $76-8 millions in 1943-44. 

' The most striking changes brought about by the war are summarised 
opposite and overleaf. 

The figures show that the expenditures on education and highways 
have not decreased or remained constant on account of the war. The 
large expenditures on public welfare have, owing to the better employment, 
decreased in 1942-43 as compared with the pre-war year 1938-39. 

It will be seen from what has been said that the war has been financed 
by taxation, by borrowing from the public the savings of individuals and 
corporations and also by credit expansion under the banking system. 
These methods have been supplemented by special controls such as import 
quotas and prohibitions, price-fixing, exchange control and rationing. The 
Government realised early in the war the advantages of taxation and of 
skimming off the savings of the people and corporations. The war effort 
would have been sadly cramped had civilian demand been allowed to 
compete with war requirements both as regards man-power and materials. 
An all-out war effort and a rising standard of living are not good bed- 
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Dominion I^^nanok 

($ millions) 


Jibial \eftra (l^t April JlstMarth) 



1 1938-30 

(Prtwarltar) 

1942 4J 

1943-44 

War expenditures 

i 341 

3724» 

4890 “ 

Non war expenditures 

439 ' 

b63 

(ilO 

Total expenditures 

1 473 1 

4387 - 

6500 ' 

Total revenues 

1 42C ^ 

2249 

2752 


‘ tt dtatlstiL^al Suiiiiiiar\ Hank of CaiuiJa Oct Nov 1 >4^ p 85 

* Includes 31000 milluins lor the allucitiuii 1 w ir Kuiplus 1 tlu Allied T )\\ rs 

• IncUidos $84 millluiis as i iiLpcnsation to Pr )miu nil OcMrnniints lur aHslgnluK prtnetds ol! the 
iiipomc and lorpcratlon taxis to ..In Pulcrai O \urninLnt duiluK tht vear 


($ miUioiiH) 



lyjH ui 

1 ) 4 *. 4 1 

In Lome tax 

47 

505 

Taxes on corporation profits 

85 

770 

Othir torporatiori taxes 

1 ^ 

lb 

Sui cession dutu s 


15 

Withholding^ taxe^ on dividends, interest 
h xcise duties ind luxes eui Inpioi an 1 

1 

28 

tobacco 

M 

1 150 

Import duties nul t ixes 

9-1 

231 

S lies taxe s 

122 

218 

Misecllaiii oiis taxe s 

1 

77 

rilOMNtlAT llNANei * 


( S millions) 




J ill 

V LllIH 


(1st Apj il 31st Miin li) 


1 t IS PI 

U) 4 - 41 

Expenditure 

2t)b 

27b 

Rev eriue 1 

24b 

300 


'll NItIPAI 1 INAN( b * 
($ millions) 



19 48 31) 

1942 43 1 

Expenditure 

288 

280 

Revenue 

312 

_ 

318 


iSourcc'—Statistical Siiiniuarv Biiikofttnada Oct-Nov ]')4^ pp 84 5 


H 
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Expenditure on Education, Public Welfare and Highways and 
OTHER Aids to Transport * 


($ millions) 



1938^39 

1942-43 

Education : 



Federal ..... 

2*3 

2-2 

Provincial .... 

17*2 

21-4 

Municipal ..... 

96-0 

110-1 

Total 

116-6 

133-7 

Public Welfare : 



Federal—General 

5-2 

22-81 

Old-age pensions . 

Relief ® . 

13-2 

2-6 

Provincial—General 

42-5 

60-4 

Old-age pensions . 

39-3 

43-8 

Relief 

26-9 

6*1 

Municipal—General 

28-0 

28-5 

Old-age pensions . 

Relief * . 

61-8 

9-9 

Total—General 

75-7 

101-7 

„ Old-age pensions . 

39-3 

43-8 

„ Relief ^ . . . 

101-9 

18-6 

Total 

216-9 

164*1 

Highways^ etc. : 



Federal ..... 

23-4 

21*9 

Provincial .... 

24-2 

27-7 

Municipal ..... 

32-1 

36-1 

Total 

79-7 

85-7 





* Includes $17 millions for administration of and contribution to unemployment insurance. 

* Excludes municipal expenditure on relief works and provincial expenditure on provincial 
relief works. 

* aSoui-cc. ~ Statistical Summarj'^, Dank of Canada, Oct.-Nov. 1B42, pp. 84-5. 


fellows. At first the financing of the war was of a credit expansion nature, 
as when, for example, after the outbreak of war a loan of J200 millions 
was raised from the banks. A controlled expansion of credit was desirable 
to assist production and to decrease unemployment which was 12 per 
cent,^ but once this took place a public loan for $200 millions was floated 
and in the second war Budget heavier taxation was levied. A second 

^ The percentage of total wage-earners unemployed was 2 per cent in 1928, a maximum 
of 26 per cent in 1932, 9 per cent in 1937 and 12 per cent in 1939 (Dominion Bureau of 
Statistics — The Unemployment Situation). 
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public loan for $300 millions was successfully floated. Early in 1941 a 
short-term loan for $250 millions from the banks was raised. In the third 
war Budget heavier taxation was levied with a Victory Loan offered to the 
public in June 1941. This was successful. The tax structure, however, 
has been made to bear the maximum load, and the taxation of incomes, 
corporations and excess profits but not the sales tax (because it is regressive) 
have brought in much grist to the mill. On 23rd June 1942, for example, 
very sharp increases of income and national defence taxes took place and 
were henceforth to be collected at source wherever possible. The tax was 
steeply progressive. Exemptions for married persons and children were 
lowered but a proportion of the tax was treated as compulsory savings 
returnable with 2 per cent interest after the conclusion of hostilities. A 
married man, for example, with two children and an annual income of 
$5000 who hitherto paid $735 had to pay $1062 as income tax and 
compulsory savings. In March 1943 “ pay as you earn ” was introduced 
but without complete cancellation of the balancMvs due on last year’s 
taxes. Only half of the tax liability on the earned income of individuals 
(but not of corporations) and on income from investment up to $3000, for 
the year 1942, was “ forgiven ”, and of the amount remaining one-third 
had to be paid by 30th June and two-thirds on 31 st December 1943. Half 
of the income tax on investments for 1942 was deferred until the death of 
tte taxpayer on the basis that, while wages and salaries cease on death, 
there is capital from which to pay deferred taxes on the death of the tax¬ 
payer. Special concessions were given to farmers. They paid tax on only 
two-thirds of their estimated income before the end of the calendar year, 
and the balance was to be paid when the actual income was established 
by the end of March 1944. Farmers when suffering a loss in any year may 
deduct from the income in either of the next two years. 

The financial policy laid down in the first war Budget in September 
1939 is being followed : (1) the pay-as-you-go policy as far as is practi¬ 
cable ; (2) the insistence of the principle of equality of sacrifice on the basis 
of ability to pay ; and (3) the levying of taxes to the highest possible 
point. Taxes could not be carried beyond that point where production 
efficiency would be interfered with, “ but ”, said the Minister of Finance, 
“ we are not prepared to be timid or light-hearted in judging where this 
point lies ”. This principle is seen not only in the taxation on the income 
of individuals but also on the taxation of corporate incomes where the 
rate has been raised sharply. In the Budget presented in June 1942 an 
interesting change was made. Previously company profits were first 
subject to a flat rate of 18 per cent corporate income tax, and then paid 
75 per cent of the excess profits under the Excess Profits Tax Act over the 
standard profits or 22 per cent of the total profits, whichever was the 
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greater. Now under the new Excess Profits Tax Act a company pays a 
flat rate of 12 per cent on its total profits in addition to the 18 per cent 
corporation income tax, and thereafter 100 per cent of excess profits or 
10 per cent of its total profits, whichever is the greater. This means that 
the 100 per cent excess profits tax becomes the greater when the company 
earns more than 116-6 per cent of its standard profits, compared with 
156-7 per cent under previous legislation. A company or corporation as 
before pays at least 40 per cent of its total profits in taxation. It cannot 
retain under the new legislation more than 70 per cent of its standard 
profits as calculated for purposes of excess profits tax. Standard profits 
are calculated after payment of income tax. It is, therefore, estimated 
that, allowing for the 20 per cent refund or excess profits tax, a corporation 
with standard profits at the level of the 1936-39 average taxable profits 
can retain about seven-eighths of its average profits for those years, the 
years on which the standard is based. The tax refund has borne income 
tax and is payable without interest after the war. 

A conspectus of Canadian public finance is given in a table furnished 
by the Dominion Statistician, Ottawa, showing the revenues and expendi¬ 
tures of the war years, as compared with those of the pre-rearmament year 
1937 -38, expressed as a percentage of national income and per head of 
population, together with the war expenditures also expressed as a percent¬ 
age of national income and per head of population. This will be found in 
Part III, Table 11. It shows that in 1941-42 as compared with 1937-38 
Government revenues (Dominion, Provincial and Municipal) had increased 
from 25-6 per cent to 32*3 per cent of the national income, Government 
expenditures from 25-7 per cent to 37-9 per cent, and the expenditure on 
the war from 0-7 per cent to 21-2 per cent, a truly remarkable change in 
Canadian public finance. 


VIII. Conclusion 

To-day Canada is the most highly developed Dominion both 
industrially and financially. The advance which the Dominion has made 
in recent years, especially since the Bank of Canada commenced business 
in March 1935 after the passage of the Bank of Canada Act in 1934, is 
most striking. A quarter of a century ago Canada was without a broad 
tax structure and there was no domestic money market from which to 
borrow. There was no central bank to control or to co-ordinate the 
financial life of the country.^ Before the outbreak of the present war 
Canada no longer depended on London for loans as in 1914, for in that 

^ Cf. Plamptre, Central Banking in the British Dominiona, Toronto University Press, 
1940. 
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year, be it remembered, less than $1 million of Canada's funded debt was 
held by Canadians. Between 1914 and 1920 Canada's war expenditures 
rarely exceeded 10 per cent of the national income, and her tax structure 
was in 1939 no longer the primitive tax structure of customs and excise 
duties of twenty-five years earlier. Nevertheless war expenditure was 
only a fraction of 1 per cent before the outbreak of the present war, and 
this is a rough measure of the unpreparedness of the Dominion for total 
war. The war expenditure increases described in the previous section are 
almost too great to be believed. These have been possible because of the 
large real resources of the country of man-power and equipment. Employ¬ 
ment of each of these since September 1939 has been upward, as may be 
measured by the increase of national income as long as that is an increase 
of real production and not only an increase in prices Diminished con¬ 
sumption for non-war puiposes and diminished investment in new equip¬ 
ment were other real sources of Canada’s war efiort. The tax structure was 
improved beyond all recognition to meet the new expenditures. To dis¬ 
tribute the burden of war as fairly as possible a resort to direct taxes was 
made. Before the war more than two-thirds of all tax revenues came from 
indirect taxes. Tu-ilay, on the other hand, more than half is from direct 
taxation (pcrsoiifil income taxes, the national defence tax, the corporate 
income tax, the excess profits tax less payments to provinces for tax 
Wnsfer, succession duties, and taxes on dividends and interest). Canadian 
taxes on personal incomes are higher than those in ihe United States and 
more or less conform to those in Great Britain. The increase in progression 
through income taxation is very noticeable. But the burden of indirect 
taxation is, all things considered, heavier in (^anada than in Great Britain 
(Table 11, Part III). New taxes to restrict incomes have been levied. 
Among these are the excess profits tax, the national defence tax, succession 
duties, a gasoline tax, a passenger transportation tax and entertainments 
taxes on motion pictures. Other taxes to conserve resources include the 
automobile tax, the tax on radio valves and wireless sets. Tlu^ whole 
policy of Canadian war finance, as illustrated in what has been said above, 
is best summarised in the Minister of Finance’s own words in the Canadian 
House of Commons : “ The task of finance is to provide the funds which 
are used to pay for wa^- services. But m a deeper sense the task of finance 
is, by taxation and boirowing, to restrict the civilian demand for economic 
resources in order that they will be free when the defence or supply 
departments need them. ... If finance proceeds more rapidly in cur¬ 
tailing civilian demand than defence proceeds in making use of the 
resources thus set free, there will be unemployment and waste, while, on 
the other hand, if finance lags behind the defence services, they will be 
faced by shortages and delays, and the competition between military and 
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civil demands will bring about inflation.’’ ^ Tax as high as you can and 
mobilise savings by an intensive campaign and avoid the inflationary gap 
brought about by bank borrowings, are the aims of the Dominion Treasury 
in 1943-44. 

^ The Hon. J. L. llsley, Canadian House of Commons Debates, 30th July 1940, 
p. 2272. Cf. Plumptre, M^ilizing Canada's Resources for War, Toronto, The Macmillan 
Co., 1941, p. 122. 



CHAPTER V 


THE PUBLIC FINANCE AND NATIONAL ECONOMY OF AUSTRALIA 

I. The National Economy 

The Commonwealth of Australia is over ihirty-one times the size of the 
United Kingdom but has only about one-seventh of its population. Its 
size is roughly the same as that of the United States, but the United States 
has nineteen times Australia’s population. As compared with Canada, 
Australia’s area is about three-quarters of a million square miles less, but 
her population is approximately 7 millions as compared with Canada’s 
10 millions. Australia, however, owing to scarcity of rainfall, cannot 
support a population of anything like the size of that of the continental 
United States. The whole continent of Australia is a large and irregular 
plateau, part of which is below sea level. Round this plateau there is a 
mountainous coastline with intervals of sandy shores on the north, west 
and south. On the east coast there arc good harbours and rivers, while in 
the west there is a coastline with poor inland water communication. Of 
the six States of the Commonwealth three are greatly superior to the 
other three in the production of wealth — Victoria. New South Wales and 
Queensland being much more prosperous on the whole than what may be 
called the marginal States — South Australia, Western Australia and 
Tasmania. This diversity in natural resources, size, population and state 
of development gives rise to ditferenccs of standards in financial adminis¬ 
tration as shown in the Budgets, even when these are corrected to make 
allowances for items brought into account in some but not in others, and 
adjustments made to eliminate the effects of emergency expenditure and 
variations in accounting practice. These differences are mainly in (1) the 
standard of expenditure in regard to the costs of administration and the 
scale of social services, (2) the maintenance of capital equipment and 
(3) the taxable capacity of the States and the standard of effort by the 
States and Local Authorities in raising revenue. 

Population cannot be settled in vacant spaces unless there are available 
resources. Unless there is a rainfall of about ten inches in the area, 
cultivation is hardly possible. Wheat cannot be successfully grown if the 
rainfall is below ten inches, and settlement is impossible unless minerals 
or some special industrial or commercial opportunities exist. Methods of 
dry farming with an annual rainfall of this amount, eight inches falling 
within the growing period, and wheat-breeding have made it possible to 
grow wheat under difficult conditions, and the discovery of plenty of land 
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suitable for the merino sheep — Australia is the chief producer of wool 
in the world — has led to the production of much wealth from arid 
and semi-arid areas. In Queensland, New South Wales and Victoria the 
rainfall, which is much heavier between the mountains and the coast than 
it is on the inner side of the Divide, varies in the coastal belt from 160 
inches a year in Northern Queensland to 25 inches in Western Victoria. 
In Queensland sugar, wool, tropical fruit and dairy produce are the chief 
products ; in New South Wales wool, wheat, dairying and the production 
of fruit are the main primary industries, while in Victoria wheat-farming, 
wool-raising and dairying with cultivation of vines and citrus fruits in the 
Murray irrigation areas and of apples in the south are the chief occupations. 
Cattle and sheep are grazed, and forestry is carried on among the foothills 
of the Great Divide. On the plateaus mining and cattle-grazing are the 
chief industries. 

When we turn to the marginal States we see the mistake made by 
Australians and outsiders alike of overestimating the natural wealth of 
the continent, although the achievements in developing pastoral and 
wheat-growing industries have been noteworthy. In the marginal States 
there is a large area which is difficult to cultivate and to develop. South 
Australia, out of a total area of 380,000 square miles, has an area of 
311,000 square miles with a rainfall under 10 inches ; Western Australia, 
out of a total area of 976,000 square miles, has 487,000 square miles with a 
similar rainfall. Tasmania, although her rainfall exceeds in parts 100 inches 
per annum and in no part is less than 20 inches, is mountainous, particu¬ 
larly on the west, and the productive area is not large. One-third of the 
island has no population, and only over 6 million acres out of some 17 
millions have been alienated. The economy of South Australia is based 
largely on wheat and wool produced under conditions more difficult than 
the average, and she is vulnerable to price depressions. She lacks coal, 
but in spite of this has retained a surprising amount of secondary industry. 
Western Australia also specialises in wheat and wool, and in addition in 
the production of gold. Unfortunately her finances have been seriously 
affected by reckless financing of wheat in an area well suited for this crop, 
and by an attempt to settle migrants in the extreme south-west for dairying. 
With a small population and limited resources capable of development, 
Tasmania has more difficult problems than those of the other five States. 
Her unproductive assets, for example, are a growing burden and her tax¬ 
able capacity is low. Loan losses per head are relatively very high ^ and are 
a heavy burden on the State finances. Indeed they are much higher than 
those of South Australia and Western Australia. The main factors contri¬ 
buting to this are losses on railways, roads and bridges, and land settlement. 

1 See Table 16, Part III. 
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These variations in the economic position Ixitween States lod the 
Commonwealth Grants Commission to lay down the fundamental principle 
that “ Special Grants from the Commonwealth Government are justified 
when a State through financial stress from any cause is unable efficiently 
tfO discharge its functions as a member of the federation and should be 
determined by the amount of help found necessary to make it possible 
for that State by reasonable effort to function at a standard not appreciably 
below that of other States A Federation, in sliort, cannot work on a 
strict book-keeping system, and it must be elastic in providing for change 
by constitutional nmendment and for co-operation in supplementing the 
Constitution. Financial adjustmeni/S are necessary in the case of the 
units against whom the financial scheme of Federation may work un¬ 
favourably. The Centre and units more fortunately phu‘ed must make 
their contribution to the common cause of Federation. It cannot be 
expected that each of the units, economically or geographically, can be 
identical, and national policy may affect some of the units more detriment¬ 
ally than others. It is necessary for the Centre to intervene so that the 
citizens in the Federation should have a minimum standard of social and 
other services. In this way the financial inequality of the units is remedied 
and the effective working of the Federation made possible. 

We have referred to the development by the States of a policy of 
protection to rural production through subsidies and similar assistance, a 
policy of extending and intensifying settlement. This was a policy for the 
development of primary industry by State assistance. It clashed with the 
claims of secondary industry for protection by tariffs. The tariff was used 
as an instrument of development because it tended to produce a larger 
population and a better balanced economy. It imposed, however, a 
burden on exports ; yet in spite of it tho main exports, wool and wheat, 
have increased. Tariff policy has raised the prices of protected goods, 
and these include the primary products butter, sugar and tobacco. 
According to the Commonwealth Grants Commission, “ all sheltered 
products and activities, such as potatoes, bricks, transport and retailing, 
adjust their prices to the new level of costs. Unsheltered industry, which 
in Australia is predominantly export industry, is subject to world demand, 
and cannot raise its prices. In Australia, higher costs of consumption 
goods are nearly all passed on quickly, and often automatically, to wages 
and the costs of industry. It follows that the greater part of the cost of 
protection is passed on and finally borne, not by the consumer, but by the 
export industry.” ^ States which have a large amount of unsheltered in¬ 
dustry are Western Australia and South Australia, which had respectively 

^ Commonwealth Grants Commission, Third Report (F. 2251, 1956), Chap, vi, p. 75. 

* im., p. 64. 
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60 and 47 per cent out of the total production of such industry in 
1932-33 ; the percentage for all States was 35 per cent, for Queensland 24 
per cent, for Victoria 29 per cent, for New South Wales 36 per cent and for 
Tasmania 39 per cent.^ By unsheltered production is meant the produc¬ 
tion of primary products including minerals. Western Australia has 
always alleged that it is almost impossible to set up factory industries in 
competition with those of the Eastern States : Interstate free trade has 
exposed her infant industries to the competition of similar industries in 
the Eastern States. “ If such industries ”, the Government of Western 
Australia stated, “ could have been established successfully, our population 
would have been greater, the avenues of employment increased, and the 
[State’s] national income augmented to an extent that cannot be measured 
only by the excess cost of imports from the Eastern States.” ^ 

The ideas behind the policy of protection which Ls followed by the 
Commonwealth, ideas typical of not always very clear protectionist 
arguments, are best slated in The Australian Tariff, An Economic Enquiry, 
by Professors Copland, Giblin and Brigden and Messrs. Dyason and 
Wickens.® It is a report of an informal Committee invited by the Prime 
Minister to study the tariff problem. It pointed out that Australia’s 
exports were primary products, the products of agriculture and mining, 
while her imports were mainly manufactured goods. Protection had 
conferred a double benefit. First, it had diverted resources from the 
primary industries where diminishing returns are in operation and where 
declining export prices would have resulted. Resources were diverted 
into secondary industry. A shift of the terms of international trade 
would have occurred without protection. To produce as great a national 
income under free trade as under protection it would have, been necessary 
to expand primary industry already producing at increasing costs, and 
any addition to exports would, without doubt, depress prices. The issue 
did not, it may be noted, arise from protection to agriculture as in Great 
Britain, but from protection to manufactures. Secondly, the permanent 
policy of protection had added to the national income by increasing 
the share of wages where the largest number of people was supported on 
more generous lines. The tariff, in short, had subsidised labour at the 
expense of landowners. Opportunity for employment had increased and a 
higher standard of living was the result. “ The advantage of protection 

^ Commonwealth Grants Commission, Third Report, Appendix 19, p. 206. 

* Statement of Case, quoted by the Commonwealth Grants Commission, Fourth 
Report (F. 1816, 1937), p. 49. 

* The Australian Tariff, Ari Economic Enquiry (Melbourne University Press in asso¬ 
ciation with Macmillan & Co. Ltd., second edition, 1929). Cf. Copland, “ A Neglected 
Phase of the Tariff Controversy ”, Quarterly Journal of Ecor\<>mic8, Feb. 1931. For a 
criticism of the Australian case see Anderson, “ Protection and the Historical Situation : 
Australia ”, Qi/arfcWy Journal of Economics, Nov. 1938. 
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is in the maintenance of a larger population than could have been expected 
at the same standard, of living without the protective tariff.” ^ The 
Committee did not attempt to estimate the net benefit or the net burden 
to the six States separately and was unable to adopt the provisional 
estimates made previously by two of their number.“ The Committee 
estimated that Australian products which are protected cost, in 1926-27, 
£36 millions, more than the same goods could have been imported for, 
duty free. Protected manufactured goods cost about £26 millions more 
than free imports and protected primary products about £10 millions, a 
total of £36 millions, or £6 per head of population. 

“In so far as the establishment of secondary industry involves a 
subsidy from the community, which falls with especial severity on export 
industry, there is a clash of interest between secondary industry and the 
interests which depend upon primary industry. Moreover, the secondary 
industries tend to be developed in the Eastern States. These are nearer 
the great coal-fields, and have the larger populations, and as they had an 
early start, the modern tendency to concentration makes these industries 
even larger. The more sparsely settled outer States could never establish 
these industries except at great cost to themselves. As a result the 
clash between the interests of primary and secondary industries tends to 
grow into a conflict between the more closely populated Eastern States 
of Victoria and New South Wales and the sparsely settled marginal 
States of South Australia, Western Australia and Tasmania. Queensland 
occupies a middle position because of her enormous pastoral wealth, the 
small proportion of really arid country, and the high return of the sugar 
industry, protected by an embargo and price agreement which is now 
equivalent to a duty of about 250 per cent.” ® Table I overleaf shows 
the production by States in 1937-38. 

Another noteworthy feature of Australian national economy is the 
high 'per capita income which prevails in spite of the policy of protection, 
and which is responsible for some of the arguments quoted above (cf. pp. 
105-6). Australia belongs to the high national income group of countries, 
the other countries being the United States, Canada, New Zealand, Great 
Britain and the Argentine. With a population of only about 7 millions 
the national income in 1937-38 was £796 millions, or £113 per annum per 
head of the total population, or over £2 per week, a large figure. If the 
breadwinner alone be taken, Australia’s national income per head, like 
others of the £2 a week group, is double that amount. But, however, 
this group contains only 10 per cent of the world’s population. No 

^ Op. cU., p. 140. 

* Ibid. Appendix W (The Effects of the Tariff upon State Einances), p. 229. 

* Commonwealth Grants Commission, Tliird Report (F. 2251, 1936), para. 66, p. 39. 
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TABLE I 


Production by States, 1937-38 * 
(£ millions) 


state 

Agriculture, 
Dairying, 
Poultry, Bees, 
Forestry and 
Fisiieries 

Pastoral 

Mining 

Total 

Primary 

Industry 

Manufactures 

(Secondary 

Industry) 

Grand 

Total 

New South Wales 

3M 

36-3 

120 

78-4 

85-2 

163-6 

Victoria 

30-5 

19-5 

2-3 

52-3 

64-9 

117-2 

Queensland 

21-9 

16-2 

3-6 

41-7 

18-6 

60-3 

South Australia . 

12-3 

6-1 

2-6 

20-0 

13-8 

33-8 

Western Australia 

8-8 

4-5 

9-4 

22-7 

8-6 

31-3 

Tasmania . 

4-4 

1-6 

2-3 

8-3 

6-4 

13-7 

Total . 

109-0 

82-2 

32-2 

223-4 

196-5 

419-9 


* Compiled from data In Appendix 10, Commonwealth Grants Commission, Eighth Ilepurt (1941). 


less than 81 per cent of the world’s population has an average income per 
breadwinner below £2 a week, so that the world as a whole is poor in 
comparison with the first group of countries above. An intermediate 
group covering 9 per cent of the world’s population includes the principal 
industrial countries of Europe with an average income per breadwinner 
of between £2 and £4 weekly.^ Australia’s income in 1937-38, the pre¬ 
rearmament year, was higher than in the pre-depression year 1928-29, 
and very much higher than in 1931-32. This is clearly brought out in the 
following table : 

TABLE II 


The National Income of Australia * 


Year 

National Income 
(i millions) 

Index Niimheis 
(100 1028-“.:')) 

1928-29 

708 

100 

1929-30 

730 

95 

1930-31 

666 

74 

1931-32 

528 

69 

1932-33 

550 

72 

1933-34 

609 

79 

1934-35 

632 

82 

1935-36 

704 

92 

1936-37 

760 

99 

1937-38 

796 

104 

1938-39 

788 

103 

1939-40 

863 

112 

1940-41 

925 

120 


* Cf. Colin Clark and J. G. Crawford, The AuUralian National Ineome, Commouwealtii Gran is 
Commission, Seventh, IClghth and Ninth Reports. 

' Cf- Colin Clark, The Conditions of Economic Progress. 
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The table also shows the effect of the change-over from a peace-time 
to a war-time economy. In 193^0, for example, as compared with 
the previous year, there was an increase of 9 per cent, and in the following 
year of 8 per cent. Among the factors making for an increase, the most 
important was the great drive to increase the production of munitions 
of war with the consequent demand for labour and the rise in wages, 
especially in the industrial States of New South Wales and Victoria. 
The trend towards increasing productivity with the aid of machinery 
and the better organisation of labour-power and resources has been 
marked in recent years in Australian as in British industry. This has 
been specially intensified since 1939^0. On the other hand, there have 
been the adverse influences arising from the dislocation of overseas trade. 
Owing to war demands on shipping, Great Britain has been unable to 
absorb the normal imports from Australia. This has severely affected 
the States which were most dependent on primary production, such as 
South Australia and Western Australia in n^gard to wheat and Tasmania 
in regard to fruit. 

Australia’s prosperity, indeed her very existence, depends on making 
the most of her specialised resources and on exchanging them on as 
advantageous terms as possible for her other requirements. Australia, 
as we have seen, is the world’s largest producer of wool, and she is also 
one of the world’s important producers of wheat. Out of a total export 
trade of £A157'6 millions in 1937-38 the exports of wool amounted to 
£47-0 millions, wheat and flour to £26*9 millions, meat to £12*3 millions, 
butter to £10-8 millions, hides and skins to £6-2 millions, fruit to £6-0 
millions and sugar to £4-0 millions. Of minerals export gold amounted 
to £13-9 millions, and lead and spelter to £5-7 millions. On the other 
hand, her imports were mainly manufactured goods which she could not 
make so cheaply. Of her imports from abroad, amounting to £114-0 
millions sterling, some of the most important were piece goods £12-0 
millions, motor cars, chassis, bodies and parts £7-8 millions, iron and steel 
£5-0 millions, electrical machinery, cable and wire £5-0 millions, motive 
power machinery other than electric £3-7 millions, drugs, chemicals and fer ■ 
tilisers £5-3 millions, tea £2-4 millions, tobacco, cigarettes and cigars £2-0 
millions. The greater part of Australia’s customs and excise revenue, 
normally over 60 per cent, is the result of the policy of protection, and this, 
it may be noted, makes it impossible to adjust revenue easily to meet 
the needs of the Commonwealth. Moreover, business conditions and, in 
war-time, shipping have a great effect on it, a much greater effect than 
on any other major branch of taxation. In 1930-31 customs and excise 
revenue fell by 32 per cent, while direct taxation, Commonwealth and 
State, actually increased in that year. Even inclusive of the sales tax 
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the fall in total indirect taxation in 1930-31 was 25 per cent. Incidentally, 
were the Commonwealth to confine itself to customs and excise it would be 
in an imcertain position, and as the Commonwealth Grants Commission 
has more than once pointed out, any nice adjustment of taxing powers to 
responsibilities would be impossible in practice. 

Conclusions on the National Economy 

Australia’s economy is very dependent on international trade, which 
accounts for a considerable proportion of her national income. Her 
resources are such that she specialises on primary products, in several of 
which she is one of the world’s biggest producers. Nevertheless, she has 
for a long time pursued a policy of high and increasing protection, especially 
to secondary industry. This has resulted in a more diversified economy. 
The national income is very high, but the policy of protection has intensi¬ 
fied the effects of the great physical and economic differences between the 
more populous and prosperous States of New South Wales, Victoria and 
Queensland, and the marginal States of South Australia, Western 
Australia and Tasmania. These differences, together with financial 
policies that have not always been very prudent in the past, have necessi¬ 
tated financial assistance in the form of annual special grants from the 
Commonwealth to the marginal States. The grants arc intended to 
enable these States, with reasonable effort on their own part, to provide 
social and other services at a level similar to that of the other States. 

II. The Constitutional Background 

By tlie Commonwealth of Australia Constitution Act, 1900,^ which 
came into force in the following year, the Australian Parliament has the 
“ power to make laws for the peace, order and good government of the 
Commonwealth with respect to [inter alia) taxation ; but so as not to 
discriminate between States or parts of StatesAt the time of 
federation the Commonwealth was given limited financial powers. It 
was granted under the Constitution (section 88) exclusive power to levy 
indirect taxation in the form of customs and excise. But under section 
87, known as the Braddon clause, only one-fourth of the net revenue from 
these duties was allocated annually to Commonwealth expenditure during 
the years 1901 to 1910, the remainder being handed over to the States. 
Alternatively, it could have been “ applied towards the payment of 
interest on debts of the several States taken over by the Commonwealth ”. 

^ 63 & 64 Viet. chap. 12, amended in 1928 by the addition of section 105a giving effect 
to the powers conferred on the Commonwealth by section 105. 

“ Section 51. 
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During the last war, however, in 1915-16, the Commonwealth levied a 
direct tax in the form of an income tax. Before this date, viz. in 1919-11, 
it had levied the land tax and in 1914-15 estate duties, both direct 
taxes. In 1930-31 its indirect taxing powers were extended to sales taxes 
levied on home-manufactured and imported goods. The Constitution 
gives the Commonwealth the widest taxing powers, both in direct and 
indirect taxation. The States, having agreed to assign to the Central 
authority under the Constitution customs and excise taxes (including 
sales taxes), have been left almost entirely with direct taxes. During the 
last four decades balance between the revenues of the Commonwealth and 
States has been maintained by recurring and non-recurring grants to the 
States from the Commonwealth which amounted during the period 1901- 
1941 to the large total of £385 millions.^ In Federations, especially at 
certain stages of development, redistribution of revenue is to some degree 
inevitable, and Australia is no exception to the rule. Experience showed 
that inequalities as between the States occurred and it was found that 
certain States could not discharge, without assistance, their functions 
efficiently. The Commonwealth Grants Commission, under section 96 of 
the Constitution,^ laid down the principle mentioned on p. 107 above. 

In the pre-rearmament year, 1937 -38, apart from invalid and old-age 
pensions financed by the Commonwealth Government and costing £15-8 
millions, the Commonwealth made the following payments to or for the 
States : interest on States^ debts £7*6 rmllioiiH, sinking fund on States’ 
debts £1-5 millions, special grants under section 96 of the Constitution 
£2-4 millions, Federal Aid road grants £4-1 millions, other grants £0-5 
million : total £16-1 millions.^- ^ In 1942-43 invalid and old-age 
pensions were estimated to be £22-4 millions, and payments to the States 
from Consolidated Revenue £41-1 millions.^ 

At the various conferences of Commonwealth and State ministers and 
in the press it has sometimes been claimed that there has been invasion 
of a field of taxation reserved by the Constitution for the States. But 
a careful examination of the proceedings of these conferences and the 
reports of the Commonwealth Grants Commission as well as of the Con¬ 
stitution Act itself proves that no such invasion took place. There is 

^ Amount paid from (Consolidated Revenue Fund, excluding payments for relief of 
primary producers, medical research, etc. 

* Section 96 reads, “ During a period of ten years after the establishment of the 
Commonwealth and thereafter until the Parliament otherwise provides, the Parliament 
may grant financial assistance to any State on such terms and conditions as the Parlia¬ 
ment thinks fit 

® See Table 19, Part III. 

* Excluding relief of primary producers. 

® Excluding relief of primary producers, but including £27*8 miUions for income tax 
aud entertainments tax reimbursement. 
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certainly nothing in the Constitution which would justify this contention. 
The States, for example, were never given the entire field of direct taxation 
for themselves. The steadily widening field of Federal activity and the 
increasing cost of defence from the first decade of the present century 
made any such separation of revenues impossible even at the time when 
the Commonwealth had only just embarked on a national programme. 
Customs and excise revenues would have been quite inadequate to finance 
the 1914-18 war and the Commonwealth, therefore, had to resort to direct 
taxation.^ Total war always throws added gigantic burdens and responsi¬ 
bilities on a Federal Government. 

These points may be made clearer by a short survey of the salient 
changes in the financial history of the Commonwealth. These may be 
grouped conveniently into four stages : (1) the period of the Braddon 
clause — section 87 of the Constitution — which covered the years 1901 
to 1910 ; (2) the period from 1910-11 to 1926-27, the period of the fer 
capita payments ; (3) the period from the Financial Agreement Act, 1928, 
to 1942, the period when the Commonwealth took over the debts of the 
six States and the Loan Council was formed ; and (4) the period of 
the ascendancy of the Commonwealth Government from the passing of the 
legislation to implement the uniform income tax plan, i.e. from 4tli June 
1942 to the present time. Each of these periods corresponds to major 
changes in financial policy. 

(1) Period I (1900-1901 to 1909-10).—In regard to the first of these 
periods, from 1901 to 1910, monthly payments to the Std-tes of all the 
surplus revenue of the Commonwealth were provided for in sections 87, 
89, 93 and 94 of the Constitution. Each State was credited with the 
Commonwealth revenue collected in that State and debited with the 
expenditure incurred on its behalf in the transferred departments, and 
also with a share of the new expenditure of the Commonwealth on a per 
capita basis. This is generally known as the “ book-keeping system ”. 
This was, under the Constitution, to continue until 1906-7 (the expiry of 
the first five years provided for in section 93), or until “ Parliament 
otherwise provides ”. The “ book-keeping system ” could thus be 
changed by the Commonwealth Parliament at any time after 8th October 
1906, the date of the expiry of the five-year period. Payments to the 
States of surplus revenue of the Commonwealth ceased when the Common¬ 
wealth began to pay invalid and old-age pensions. This gave rise to 
criticism. In 1907-8 the Commonwealth paid its surplus revenue into 
a trust account as a reserve for these pensions, a procedure which was 


^ The Commonwealth Grante CommisBion clearly shows that it would have been 
imposaible for the Commonwealth to vacate the field of direct taxation even if it had 
discontinued the ptr capita payments {vide table on p. 23, First Report, F. 3390, 1934). 
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challenged by the State of New South Wales, but upheld by the High 
Court. The State of Western Australia was permitted under section 95 
of the Constitution to impose for five years customs duties on goods passing 
into that State and not originally imported from beyond the Common¬ 
wealth, such duties being collected by the Commonwealth. It may be 
noted that in the Constitution as it came from the final Convention in 
Melbourne the provision that three-fourths of the revenue from customs 
should go to the States was a permanent one. But free-traders believed 
that the raising of a customs revenue four times greater than was required 
by the Commonwealth Government would mean a victory for protection, 
and others were uncertain of the future of State revenues. Owing to these 
fears a compromise was made limiting the payments to the States to ten 
years. Section 96 was also inserted providing for special grants during 
these first ten years of Federation, and thereafter if Parliament thought 
these to be necessary. 

(2) Period 11 (1910-11 to 1926 -27).—In 1910 a scheme of per capita 
payments was adopted by the passing of the Surplus Revenue Act of that 
year, and payment became effective from 1st July. A special payment to 
Western Australia of £250,000 per annum in the first year, thereafter 
progressively decreasing by £10,000 eacli year, was included in this Act.^ 
No constitutional amendment book place when it was passed, and thus 
the position of the States was insecure. A constitutional referendum was 
indeed taken, but it was rejected as it was thought the proposed amend¬ 
ment might “ leg-rope the Commonwealth ”. The various Governments 
continued, however, to honour the agreement for per capita payments. 
The Act of 1910 provided that it should continue for ten years from Ist 
July 1910, and thereafter until Parliament otherwise determined. Per 
capita payments continued until 1926 -27. 

(3) Period 111 (1927-28 to 1941-42).—The Commonwealth Govern¬ 
ment was under no obligation to continue the per capita payments and 
the Surplus Revenue Act was repealed. The States, faced with the loss 
of per capita payments, accepted certain proposals incorporated in the 
Finance Agreement of 1927, and hence in the Financial Agreement Act 
of 1928. This has improved the credit of the States as a whole.^ Inde¬ 
pendent borrowing by the States increased the cost of loans, and since 
1923 borrowing programmes have been considered from time to time at 
conferences at which the Treasurers of the Commonwealth and of the States 
formed themselves into an advisory but not an executive body — the Aus- 
trahan Loan Council. Between 1923 and 1927 it arranged for the amounts 

1 See Table 20, Part III. 

* Tbe interest contributions of the Commonwealth, however, will not increase as 
population increases and, therefore, the position of the States may grow less favourable 
as time goes on. 


1 
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to be borrowed by the Commonwealth and the six States. By the Financial 
Agreement Act of 1928 this advisory body ofl&cially became the Australian 
Loan Council. It was tlie Central authority which arranged within 
prescribed limits all borrowings, conversions, renewals, redemptions and 
consolidations of the public debts of the Commonwealth and of the States. 
The Commonwealth took over the public debts of the States but left them 
to find the interest. The Commonwealth shared among the States an 
annual sum of £7,584,912, the equivalent of the per capita payments for 
1926-27, as a contribution towards interest on these debts. It also paid for 
certain sinking fund contributions. The Constitution was amended (by 
section 105a, added in 1928) to give effect to the powers originally conferred 
on the Commonwealth in section 105 of the Constitution and used in the 
Financial Agreement of 1927. Section 105a is as follows : 

(i) The Commonwealth may make agreements with the States with respect 
to the public debts of the States, including : 

(a) the taking over of such debts by the Commonwealth ; 

(b) the management of such debts ; 

(c) the payment of interest and the provision and management of sinking 
funds in respect of such debts ; 

(d) the consolidation, renewal, conversion and redemption of such debts ; 

(e) the indemnification of the Commonwealth by the States in respect of 
debts taken over by the Commonwealth ; and 

(/) the borrowing of money by the States or by the Commonwealth, or 
by the Commonwealth for the States. 

(ii) The Parliament may make laws for validating any such agreement made 
before the coinmeocement of this section. 

' (iii) The Parliament may make laws for the carrying-out by the parties 
thereto of any such agreement. 

(iv) Any such agreement may be varied or rescinded by the parties thereto. 

(v) Every such agreement and any such variation thereof shall be binding 
upon the Commonwealth and the States parties thereto notwithstanding 
anything contained in this Constitution or the Constitution of the several 
States or in any law of the Parliament of the Commonwealth or of any 
State. 

(vi) The powers conferred by this section shall not be construed as being 
limited in any way by the provisions of section one hundred and five of 
this Constitution. 

The period from the Financial Agreement of 1927 to 1942 separates 
into two well-marked divisions — that before the depression of 1930 and 
that from the depression to 1942. Before the depression the total deficits 
were not high. Indeed, in Victoria and Queensland they were low. 
After the depression the deficits were very abnormal in the States, at any 
rate until 1935-36. An examination of the surpluses and deficits of the 
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Commonwealth shows between 192&-30 and 1939-40 a not surplus of 
£6-5 milUons in the Commonwealth accounts. Ir nine of the eleven years 
there were surpluses. In 1930-31 there was an abnormal deficit of £10*8 
millions, but in the succeeding years there was a surplus of £18*8 millions. 
In the same period the net deficit of New South Wales was £43*6 millions, 
that of Victoria £7-8 millions, that of Queensland £8*1 millions, that of 
kSouth Australia £6-5 millions, that of Western Australia £6*0 millions and 
that of Tasmania £0-9 million. The total net deficit for the period 1929-30 
to 1939-40 was £72*8 millions for all States combined and £66-3 millions 
for Commonwealth and States.^ The losses on loan works in the States 
rose to a very high figure. “It is obvious said the Commonwealth 
Grants Commission, “ that the depression has been the chief factor in 
increasing the deficits of the States. The depression afiected the Common¬ 
wealth in a most striking way, owing chiefly to the great reduction in 
customs revenue. This led to an increase of Commonwealth taxation in 
the form of a drastic impost on property incomes, a primage duty on 
imports and the sales tax, which is a form of excise taxation and there¬ 
fore not open to the States,^ The Commonwealth was also helped very 
much by the suspension by the British Government of payments in respect 
of war debt.” ^ 

In 1933 the Commonwealth Government appointed the Commonwealth 
Grants Commission of three members to enquire into and report upon 
claims made by any State for a grant of financial assistance under section 
96 of the Constitution. The grants recommended in 1937-38 were as 
follows: South Australia £1,200,000; Western Australia £575,000; 
Tasmania £575,000 ; making a total of £2,350,000. In 1942-43 they were 
£550,000, £800,000 and £575,000 respectively, making a total of £1,925,000.* 

(4) Period IV (from 1942 onwards).—It is not possible to demarcate 
with accuracy the beginning of the fourth period which for convenience is 
placed as from 1942. This year has been selected as it marks the passing 
of the uniform income tax law by the Australian Parliament and the 
High Court’s judgment validating it. It is, in short, a landmark in 
Australian constitutional and financial history. 

It will be recalled that in Canada in April 1941 the Minister of Finance 
offered compensation to the Provincial Governments in respect of personal 
and corporation inconie taxes and the guarantee of gasoline tax revenues, 
if they would vacate the personal and corporation income tax fields for 

^ See Commonwealth Grants Commission, Eighth Report (E. 1367, 1041), Appendix 
20, p. 125. 

* In 1932-33, in the depth of the depression. Federal, State and Local Authority taxa¬ 
tion was 20 per cent of the national income ; in 1939—40 the proportion was 18 2 per cent. 

* Commonwealth Grants Commission, Third Report (F. 2251, 1936), p. 29. 

* See Table 20, Part III. 
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the duration of the war in order that a uniform tax may be levied 
throughout the Dominion on persons and corporations. The Provinces 
accepted the proposal, the Dominion-Provincial Taxation Agreement Act 
was passed, and in the Budget for 1942-43 $84,428,000 were provided for 
compensation. An effective and equitable tax policy during the war was 
thus made possible. In Australia the highest amount of taxation was 
imperative to finance the war, but the Commonwealth Government was 
severely handicapped in getting a reasonable return from the taxation 
of income by the high rates of income tax prevailing in some States. In 
January 1941 the Commonwealth Government submitted to the States 
alternative proposals for the reduction of all State income tax to the level 
of the most lightly taxed State or an increase to the level of the most 
heavily taxed. In the former case the States were to be compensated for 
their sacrifice of revenue by Commonwealth grants, and in the latter case 
the increased taxation was to be lent to the Commonwealth. The States 
rejected these proposals. On 27th June 1941, at a meeting of the Loan 
Council, the Commonwealth put forward a fresh proposal that the States 
should vacate the income tax field for the duration of the war in favour of 
the Commonwealth, and accept £30 millions annually in compensation, of 
which £24-5 millions would be distributed on a basis of £3 : 10s. per head 
of the population, the balance to be divided on any basis to which the 
States could agree. The Treasurer (Mr. A. W. Fadden) said that the 
Commonwealth must make the maximum demand on the taxpayer (who 
is the same taxpayer both in regard to Commonwealth and State taxation), 
and that the claims of the Commonwealth must come first. Otherwise, 
the varying incidence of State taxation may have to be overlooked by 
raising the Commonwealth taxation on high incomes (which were already 
heavily taxed in some States), or by abolishing the allowances on State 
income tax, such as the deduction which is allowed for Commonwealth 
tax purposes, and also many other concessions enjoyed by taxpayers. 
Either course would affect the State differentially. Thus Victoria, with 
an income tax of £2 : 11 ; 4 per head of population, would not be affected 
to the same degree as Queensland, where the rate was £5 ; 12 ; 2 per head, 
or as New South Wales, where it was £5:10:7. The alternative course 
might be acceptable to Queensland but Victoria might regard it as unfair. 
With the exception of the Premier of South Australia all the State premiers 
opposed the proposals of the Commonwealth Government as imposing 
unconstitutional and crippling burdens. The Premier of Victoria protested 
that his State would be penalised for its long record of prudent finance to 
relieve the improvident States. If the State vacated the income tax field 
there would be a huge increase in Commonwealth taxation on low and 
medium-sized incomes in Victoria to bring the total taxation to that 
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payable by Queensland and New South Wales. The Premiers of Queensland 
and Western Australia, on the other liand, held that the lower rates in 
Victoria have been made possible, not by better financial methods, but by 
the high protection policy of the Commonwealth. This, in their view, has 
made it easier to maintain a balanced Budget in the highly industrialised 
States than in those dependent almost entirely on primary production and 
disastrously sensitive to world price fluctuations. 

War finance exigencies continued to force the issue of financial read¬ 
justments for the duration of the war, in spite of the States’ cry that 
State sovereignty was endangered by what was called unification by 
finance A Committee, appointed to consider a scheme of uniform income 
taxation for the Commonwealth, consisting of Professor R. C. Mills, of 
the University of Sydney, Mr. Scullin and Mr. Spooner, presented a report 
early in April 1942. They recommended the retirement of the States from 
the field of income taxation for the duration of tlu* war and one year 
thereafter, the substitution of the Commonwealth as the one income¬ 
taxing authority as from 1st July, and compensation to the States for loss 
of revenue. On 22nd April the Premiers’ Confereru e representing the 
Governments of all the States and of the Commonwealth rejected by a 
decisive majority the Commonwealth Government’s proposal. This was 
done although the Commonwealth Prime Minister had clearly stated 
tl)at the Commonwealth must have complete freedom of action over the 
whole field of income tax throughout tlie war, with the right to take all 
additional proceeds of the increasing national income or the increased 
rates of taxation, and the States should limit their share of income taxation 
to £34-5 millions annually during the war. Three weeks later the Common¬ 
wealth Treasurer (Mr. Cliifley) introduced into the House of Kepresenta- 
tives three bills for a uniform tax throughout Australia — one bill provided 
for the temporary transfer to the Commonwealth of the trained staffs, 
accommodation and equipment of the States used for the collection of 
income tax, a second bill provided the payment for that assistance and 
for income tax to be equalised throughout the Commonwealth according 
to ability to pay, and a third bill provided that the payment of Federal 
income tax should have priority over the States income tax during the 
war and for one year thereafter. The Commonwealth estimated an 
additional yield of from £12 millions to £15 millions for war purposes. 
The States were to receive grants based on their average income tax 
collet tions for the last two years. The bills passed both Houses — the 
House of Representatives on 29th May and the Senate on 4th June. The 
new measures were to come into force on 1st August. The Governments 
of Victoria, Queensland, South Australia and Western Australia applied 
to the High Court for a decree invalidating the Acts as ultra vires under 
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the Commonwealth Constitution. The case was heard before a full Bench 
of the High Court on 22nd June, and on 23rd July the Commonwealth 
Acts were held, in a majority judgment, to be valid in their entirety. It 
was held that these Acts were a genuine exercise of Parliament’s defence 
power. It was essential for the effective prosecution of the war, which 
was being carried on to preserve the very existence of the Common¬ 
wealth and the States, that the entire resources of the country 
should be marshalled in the war effort. The Commonwealth, therefore, 
must have command of the sinews of war, of which income tax 
was a very important one. On 11th August at a Premiers’ Conference 
the Commonwealth Prime Minister (Mr. Curtin) announced that the 
Commonwealth proposed to levy an entertainments tax which hitherto 
had been a State source of revenue, and he assured the premiers that 
the Commonwealth did not propose any further encroachment. This 
was regarded by the States as another inroad on the States’ taxation 
field. Mr. Curtin said that the Commonwealth would levy a uniform tax 
yielding £3 millions a year as against £0-75 million raised by five States, 
Queensland at present not imposing an entertainments tax. The Common¬ 
wealth would refund to the States what they received from the tax in 
the current financial year. The Treasurer of Queensland said that his 
Government proposed to introduce an entertainments tax because of the 
imposition by the Commonwealth of a uniform income tax. All the State 
premiers, with the exception of Tasmania (who accepted the proposal for 
the war only), opposed the Commonwealth’s scheme. Mr. Curtin informed 
the Conference that the Treasurer would submit the proposal to each 
State separately, and, if the States did not agree, the Commonwealth 
would impose on the States’ entertainments taxes a uniform Federal tax. 
It should be noted that the Commonwealth levied an entertainments 
tax from 1916 17 to 1932-33. Mr. Curtin said the proposed tax was a 
luxury tax enforcing the required approach to austerity. Finally all the 
States agreed to withdraw from the entertainments tax field and were 
compensated on the basis of the previous year’s revenue from this source. 
The new Commonwealth tax was a steeply graduated one rising to as much 
as 5s. lOd. on 12s. 6d., which is the cost of admittance to race meetings. 

It is now possible to summarise the financial scheme of the Con¬ 
stitution : 

(1) The Commonwealth has the widest powers of taxation under the 
Constitution, Federal taxation taking priority over State taxation. It 
has exclusive power to impose customs and excise duties, including sales 
taxes, a form of excise taxation. Its main source of revenue is customs and 
excise, and since the outbreak of war income and sales taxation has been 
extended. Other sources of revenue are estate duties, the land tax and, 
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in 1942, the entertainments tax to which it was decided to revert, reclassi¬ 
fied as a direct tax. From 1916-17 to 1932-33 the Commonwealth had 
levied an entertainments tax, and from 1930-31 onwards a sales tax. In 
1937-38 Commonwealth taxation w^as £69*0 niillions. Indirect taxes 
yielded £56-4 millions (£8 : 4 ; 4 per head of population) and direct taxes 
£12-6 millions (£1 : 16 : 10 per head of population) — a total of £10 : 1 : 2 
per head of population. 

(2) Except in regard to customs and excise including sales taxation, 
both the Commonwealth and the States have full powers of taxation. 
The main sources of State taxation are the income tax (including the 
dividend tax and other taxes on income), probate and succession duties, 
other stamp duties, the land tax, lotteries (in Queensland and Tasmania), 
the taxation of racing, motor vehicles, liquor and entertainments, and 
licences. 

Taxation by the States in 1937-38 amount(‘d to £49-7 millions, or 
£7:5:2 per head of population, of which £35-9 millions was direct and 
£13*8 millions indirect. 

(3) The Commonwealth makes very considerable payments from 
revenue to the States in connexion with States’ debts, grants for Federal 
Aid roads and works, special grants, grants for local public works, medical 
research and other it^ms. In addition, assistance is given for relief of 
primary producers in the form of assistance to the wheat and other 
industries and of bounties. Primary producers also receive payments 
from the loan fund. Payments from revenue made direct to the States 
and excluding assistance for the relief of primary producers in 1937- 
1938 amounted to £16-1 millions. Of this, £9-9 millions, or 11*5 per cent 
of the revenue of the States in that year, enters into the Consolidated 
Revenue and similar accounts included in Tables VI and VII on pp. 
128-9 and 130-31." 

(4) Special grants under section 96 of the Constitution are made to 
three of the six States — to Western Australia since 1910-11, to Tasmania 
since 1912-13 and to South Australia since 1929-30. The fundamental 
principle, laid down by the Commonwealth Grants Commission and 
quoted above, is that such grants are necessary when a State is unable to 
perform efficiently its tunctions as a unit of the Federation, and the grant 
is determined by the amount required to make it function, with reasonable 
effort, on a standard not appreciably below that of other States. The aim 
is to produce Budget equilibrium without impairing State responsibility. 
This necessitates the measurement of relative financial po^iition, which en¬ 
tails Budget corrections on account of variations in accounting practice, and 
adjustments on account of economy in expenditure, severity of taxation, 

^ See also Tables 3, 4, 18 and 19 in Part III. 
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and maintenance of capital equipment. Such grants are required in a 
Federal system mainly for three reasons. In the first place, it is impossible 
to relate finance to function, and there is consequently maladjustment 
between the Centre and the units in the distribution of constitutional 
powers. Secondly, in a Federation there is always specialisation, which 
increases the dificrenccs between the units and benefits some more than 
others. It may even benefit the Centre at the expense of the units if 
their specialisation is due to tariff protection ; the Eastern States of the 
Commonwealth are a good example. These are permanent factors. A 
less permanent factor is that the weaker States in a time of depression are 
an embarrassment to the Federation unless they are assisted. This is 
especially so where the loan policy of the States has been unwise, as in 
the case of some States of the Commonwealth. The 1942 Acts of the 
Commonwealth Parliament on uniform income tax throughout the 
Commonwealth, with the High Court’s judgment upholding these Acts, 
show the overriding power of the Australian Parliament in taxation. 
During the forty years of Australian Federation the Commonwealth has 
greatly increased its governmental functions, and this has required the 
raising of greater revenues. This tendency has been very much accelerated 
by the war, as it was, though to a lesser extent, by the war of 1914 -18. 
Total war adds enormously to the burdens and responsibilities of the 
Federal Government. The judgment of the High Court makes it clear 
that the Commonwealth’s power to pass legislation virtually depriving the 
States of their taxation powers does not depend on the existence of a state 
of war in which the Commonwealth may exercise unlimited emergency 
.powers. The Rt. Hon. William Hughes, K.C., holds that the judgment is 
the “ final answer to the States’ pretensions to sovereign powers ”, and 
the Rt. Hon. R. G. Menzies, K.C., a former Attorney-General of the 
Commonwealth Government, believes the judgment to be the beginning 
of a new era in which the Federation of Australia must be regarded as 
much more a unitary form of government and much less a Federal system 
than it was thought to be. In this respect, therefore, it is becoming similar 
to that of the Union of South Africa, and should a change in the Constitu¬ 
tion take place after the war it is not unlikely that this will be on the 
South African model. Forty years’ working of the Constitution shows 
that it requires revision, and public opinion, when it thinks about the 
matter at all, increasingly thinks of Australia as a whole. The questions 
of investing the Australian Parliament with greater functions, of the 
division of the States into many more Provinces with modest Provincial 
Councils, and of the increase in the membership of Parliament, are outside 
the scope of this Report. These points, however, have gained new import¬ 
ance in view of recent happenings in the financial relations of the 



CH. V 


FINAJ^CE AND ECONOMY OF AUSTRALIA 


121 


Commonwealth and the States. Without sound finance, sound government 
is not possible, and without sound government, sound finance is also 
impossible. 

The trend towards increased importance of the Commonwealth in the 
constitutional framework has been strikingly demonstrated by the recent 
provisions for post-war reconstruction. On 22nd September 1942 Mr. 
Curtin, the Commonwealth Prime Minister, announced that the Cabinet 
had decided to initiate legislation authorising a referendum on the Federal 
Constitution. It was intended to give the Commonwealth wide powers in 
the economic and social field, with the object of enabling it to take effective 
action for reconstruction after its war-time powers had lapsed. A Conven¬ 
tion, made up of representatives of the Governments and Oy)j)ositions of 
the Commonwealth and of the six States, was called to consider the 
proposals. As was lo l)e expected, objections were raised on the part of 
the States, which complained tliat the measures were unificationist, and 
on that of the Opposition, which complained that the Commonwealth 
Government were using the war as a pretext for carrying out the Labour 
policy. But in the end unanimous agreement was suddenly reached. On 
2nd December it was announced that the Convention had accepted the 
re-drafted bill, and that the State premiers had agreed to introduce it in 
their Parliaments before the end of January and to do everything in their 
power to secure its passage. It was hoped thai- this would obviate the 
necessity for a referendum, which would have been undesirable in war¬ 
time. The bill provided for the transfer by the States to the Common¬ 
wealth of specified powers for a period of five years after the cessation of 
hostilities. It would enable the Commonwealth to make laws for the 
purpose of post-war reconstruction on the following subjects : the 
conditions of Ser\icc men and the dependants of those who arc killed or 
disabled ; employment and unemployment; the organised marketing of 
commodities ; the codifying of company law and the law regulating trusts, 
combines and monopolies ; profiteering and prices (exclusive of prices or 
rates charged by the State or semi-governmental or local go’^erning 
authorities for goods and services); production (other than primary) and* 
the distribution of goods with the consent of the State Executive Council; 
primary production (provided that no legislation under this paragraph 
shall discriminate between the States) ; control of oversea exchange ; 
oversea investments and the regulation of the raising of money in accord¬ 
ance with such plans as the Australian Loan Council approves ; air 
transport; the uniformity of railway gauges ; national works (provided 
that the consent of the State Executive Council shall be obtained before 
each work is undertaken and that it is carried out in co-operation with the 
State); national health in co-operation with the State; family allowances ; 
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and aborigines. The bill was passed by all the State Parliaments, with 
two exceptions. The Victorian Parliament inserted a clause making 
its operation dependent on its being passed in all the other States, and the 
Tasmanian Legislative Council (or Upper House) rejected it altogether. 
It is to be re-submitted to them, and if it is rejected again, there may have 
to be a referendum. 

It is evident that the exercise of these powers would involve far- 
reaching co-operation between the Commonwealth and State adminis¬ 
trative machineries. It is even more evident that the transfer to the 
Commonwealth of all these functions, and the comprehensive reconstruc¬ 
tion policy which they are designed to make possible, would be bound to 
have most important repercussion on the financial relations between the 
Federation and the units. 

III. Government Revenues and Expenditures 
General Trends 

The increased cost of government in Australia in recent years is brought 
out in the table on the opposite page. 

The expenditure figures include expenditures from revenue, including 
gross expenditure of business undertakings, of the Commonwealth and 
the States, less duplication due to grants and other intergovernmental 
payments. The revenue figures include tax revenues paid into the 
Consolidated Revenue or corresponding funds and gross revenues from 
business undertakings, less duplication as in the case of expenditures. 
Comparable figures of Local Authority expenditures and revenues are not 
available for any of the years given except 1937-38. For that year they 
have been shown in the footnote to the table. 

The trends exhibited by the figures are clearly marked, and are very 
similar to those prevailing in the other Federations studied in this Enquiry. 
Both in the case of the Commonwealth and in that of the States there was 
a very considerable rise in expenditures and revenues during the war of 
1914-18. Aft-er the first adjustments to a peace-time economy had been 
made, there was a further rise, more gradual but unmistakable, until the 
depression of 1930. This for a time caused a fall in the revenues and ex¬ 
penditures of both Commonwealth and States, though State expenditures 
did not fall until 1932-33. After the depression the tendency to rise 
reasserted itself, being reinforced after a few years by the period of 
rearmament. With the outbreak of war Commonwealth revenues and 
expenditures both increased enormously, whereas the rise was much less 
marked in the case of the States. With the exception of the depression 
years. Commonwealth expenditures, and consequently revenues, have in 
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the long run tended to increase more than tho^e of the States and Local 
Authorities. 

These tendencies are further illustrated by the table on p. 124, 
which compares Government revenues and expenditures, and defence ex¬ 
penditures separately, with the national income. It shows that the Com¬ 
monwealth finances were more sensitive in the short run to changes in the 
national income during the depression than were those of the States. 
Moreover, with respect to her war effort Australia did not get fully into 
her stride until after the period covered by the figures given there. 

The Tax Structure 

It will have been noticed that in the above tables the (Vnnmonwealth 
appears to be shown to have continuous large surpluses, and the States 
deficits usually of similar magnitude. This is due to the transfer to the 
States of revenues collected })y the Commonwealth, which has been dealt 
with ill more detail in section II of this chapter (“ The Constitutional 
Background ”). The following table and diagrams illustrate the transfer 
of revenues since the last war (the figures refer to tax revenues only): ^ 


TABLE V 

Tax Revenues available to Commonwealth and iStatks 
(£ millionH) 





\ ear ended 

30th June — 




1020 

i92ri 

1030 

].o:{r> 

103H 

103!) 

1040 

1041 

Total tax receipts ; 
Commonwealth 

42 

53 

58 

59 

1 

69 

74 

!)0 

126 1 

States . 

14 

23 

34 

36 

50 

51 

54 

50 

Payments by Com- 
1 monwealth to or 

' for States * 

1 

7 j 

« 1 

1 

J4 

16 

16 

16 

15 

Total tax revenue 
available ; 

To Commonwealth 

3(1 

1 

1 

1 1 

45 1 

47 

45 

53 

58 

74 

1 

1 

111 

To States 

1 

21 

31 

45 

50 

66 

67 

70 

71 

Total tax revenues, 
Commonwealth 
' and States 

56 

1 70 

92 

95 

1 119 

125 

1 144 

1 182 


* Excluding payments for Industries, nnn-recurnng grants, and payments for medical research, etc 

^ Since 1931-32 the Commonwealth has also made payments to the States from Loan 
Fund. Table 18 in Part III gives in summary form Commonwealth payments to or for 
the States from revenue and from Loan Fund from 1930-31 to 1941-42, Table 19 gives 
detads of the payments made in 1937-38, whde Table 20 gives special grants from 1910-11 
to 1942-43. 



CHART I 


Tax Revenues collected by and available to Commonwealth 
AND States 



CHART II 


Proportion of Total Tax Revenues available to Commonwealth 

AND States 


Available to 
States 

Available to 
Commonwealth 



Payments by Commonwealth 
to States 



Note —The proportion of total tax revenues collected by the Commonwealth but made available to 
the States in the form of grants and similar payments was aa follows : 

I I Year ended 30th June— 



1920 

192l> 

1930 

1935 

1938 

1939 

1940 

1941 

Grants, etc., as a percentage 
of total tax revenues 

12 

11 

1 _ 

12 

14 

13 

13 

11 

* 1 
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The figures, and especially the percentages in Chart II, show that 
during the twenties and thirties of the present century, up to the rearma¬ 
ment period, the tendency for Commonwealth revenues to rise relative 
to those of the States was for a time reversed, at any rate in the case of 
tax revenues. This phase was specially marked during the depression 
when the receipts from indirect taxation, on which the Commonwealth 
largely relied, fell considerably, while those from direct taxation, the 
main source of revenue of the States, increased ’ (see pp. 109-10 above). It 
came to an abrupt end with the advent of rearmament and war, and the 
expansion of Commonwealth revenues again outstripped that of State 
revenues, as the Commonwealth came to rely more and more on direct 
taxation (see pp. 115-22 above, and compare Table VII below with 
Table 1 in Part III). 

Tables VI and VII give the main heads of revenue of Commonwealth, 
States and Local Authorities in 1937-38 in thousands of pounds and in 
percentages. The items are divided into the four main groups : I, Pro¬ 
gressive Taxes ; II, Taxes on Real Property ; III, Taxes on Business ; 
and IV, Mainly Consumption Taxes. The figures are, in the main, taken 
from those published by the Commonwealth Bureau of Census and Statistics 
in their bulletin Finance. These refer to tl\e Consolidated Revenue 
Accounts of the Commonwealth and the States, except that in the case of 
New South Wales several special funds arc included because they cover 
fields included in other States in the Consolidated Revenue Fund. The 
other main funds, the Loan and Trust Funds, are excluded from the 
tables.^ 

The figures differ, however, from those in Finance in several respects. 
To begin with, net revenues only of business undertakings have been 
included, as these alone are comparable to taxes. Net losses incurred by 
some States or by the Commonwealth have not been deducted from net 
revenues of others in arriving at the totals, but have been included in the 


^ Commonwealth revenue from customs and excise amounted to £41*8 millions in 
1929-30, £28-3 millions in 1930-31, £28-4 millions in 1931-32, £48-4 millions in 1937-38, 
£53-8 millions in 1940-41, and was budgeted to be £47-6 millions in 1941-42, though it 
turned out to be £56-8 millions. In 1937-38 it accounted for 70 per cent of Commonwealth 
tax revenues, whereas income taxes accounted for 60 per cent of State tax revenues. 

* The Commonwealth Loan Fund came into existence in 1911-12. In the last war it 
was divided into a General Loan Fund, mainly for public works, and a War Loan Fund 
for war purposes. The State Loan Funds are debited with all loan moneys raised by the 
States and credited with the expenditure therefrom on public works or other purposes. 
Payments into the Trust Fund of the Commonwealth include those for invalid and old-age 
pensions under the Commonwealth Invalid and Old-Age Pensions Act, 1908. State Trust 
Funds include the amounts held in trust by the State Governments for various purposes, 
e.g. savings bank funds, municipal sinking funds placed in the hands of the Governments, 
the sums deposited with the Governments by life insurance companies in cash or approved 
securities as required by law, and various other accounts such as suspense and super¬ 
annuation accounts. 



TABLE VI 


The Revenue System of Austkalia, All Governments, 1937-38^ 
(£ thousands) 



Commoii- 

wealth 

State 

Local 

Total 

Group I. Progressive Taxes : 





Taxes on individual income * . 

5,753 

24,272 


30,025 

Probate, estate and succession duties . 

1,873 

3,951 


5,824 

Total, Group I . 

7,026 

28,223 


35,849 

Group II. Taxes on Real Properly : 





Land tax ..... 

1,368 

1,157 


2,525 

Local rates and penalties ^ 



13,295 

13,295 

State non-tax revenue from lands 


4,507 


4,507 

Total, Group II . 

1,368 

5,664 

13,295 

20,327 

Group III. Taxes on Business : 





Taxes on company income ^ 

3,645 



3,645 

War-time (1914-19) profits tax 

-1 



-1 

Stamp duties .... 


2,938 


2,938 

Licences and miscellaneous State taxes 


331 

253 

584 

Non-tax revenue under Group III 

358 



358 

Total, Group III . 

4,002 

3,269 

253 

7,524 

Group IV. Mainly Consumption Taxes : 
Customs ..... 

32,973 



32,973 

Excise : 





Liquor ^ . 

Tobacco (incliidinf^ cigars and 

8,473 



8,473 

cigarettes) .... 

5,592 



5,692 

Other ..... 

1,345 



1,345 

Sub-total, Excise 

15,410 



16,410 

Other Sirnilar Taxes and Licences : 





Sales tax ..... 

8,024 



8,024 

Flour tax ..... 

3 



3 

State liquor taxes 


701 


701 

Motor vehicles .... 


5,417 


5,417 

Entertainments .... 


515 


515 

Racing . . . . ■ 


1,131 


1,131 

Lotteries ..... 


473 


473 

Other taxes (local) 



45 

45 

Sub-total, Other Taxes and Licences 

8,027 

8,237 

45 

16,309 
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Common¬ 

wealth 

Bute 

Local 

Total 

Revenue from Business UndertakingSy 
Public and Services : * 

Post Office .... 

Railways, tramways and omnibuses . 
Harbours, rivers and lights 

Water supply, sewerage, irrigation, 
drainage, etc. .... 
Other State business undertakings 

Local council properties 

Street construction 

Other local worka and services . 

Local business undertakings 

2,789 

12,844 

1,649 

1,758 

937 

1,090 

1,622 

696 

253 

351 

2,789 

12,844 

1,649 

2,848 

937 

1,622 

696 

253 

351 

Sub-total, llusiness Ihidertakiiigs, 
Public Works and Services 

2,789 

17,188 

3,912 

23,889 

M iscella neons : 

Territories “ . . . . 

1 Interest ’ . 

. Other ..... 

331 
1,(H4 « 
1,488 

6,921 

7,818 

839 

331 

6,966 

10,145 

1 Sub-total, Miscellaueoiis 

2,863 

13,739 

839 

17,441 

Total, 0 roup IV . 

62,062 

39,164 

4,796 

106,022 

Grants and similar intergovernmental 
payments ..... 


9,906 

6,379 

16,286 

Gkand Total .... 

75,068 

86,226 

24,723 

186,007 

Less grants, etc. .... 

9,006 

6,379 


16,286 

Net Total ..... 

65,152 

79,847 

24,723 

169,722 



1- 



* Thene Jiyurcs differ from those in " Finance ” {bulletin of the Commonwealth Bureau of Census and 
!^tatisties) in that they include net rerenue only of Coirunonwealth and State business undertakings. For 
other details, especially on State taa-ation figures, see text. 

* Complete .separate data are not available foi individual and company income t.axation. The 
(known) total of (lommonwealth income taxation has therefore been split up in the proiairtion of 
assessments for tlie jear in tiuestioii, and that of State income taxation lias been given in Group J 
without being split up. The figure for State individual ineoine taxation thus incliide.s company 
taxation, 

* Separate figures of rates and penalties are not available for Queensland and South Australia. 
In the other States penalties are very small in proportion to rates (see Tart 111, Table 7), 

‘ State liiiuor taxes are given under “ Other Similar Taxes and Licences 

^ Net revenues only tor business undertakings. Total receipts for local jmblic works and servicBs. 

' Excluding railways. 

’ Commonwealth and States. 

“ Excluding balance of interest on States’ debts payable by States. 


K 






TABLE VII 

The Revenue System of Australia, All Governments, 1937-38 ^ 
(Percentage distribution) 


Group I. ProgreMive Taxea : 

TaxeH on individual income ^ . 

Probate, estate and succession duties . 

Total, Group I . 

Percentage Share of 
each Government in Total 
Revenues 

Fercontage Distribution 
j of each Government’s 
j Revenue 

b 

5*3 

o u 

o ^ 

19 

32 

state 

*3 

g 

3 

o 

H 

100 

100 

Common¬ 

wealth 

state 

Local 

3 

o 

H 

81 

08 


1 

8 

2 

28 

5 


18 

3 

21 

79 


100 

10 

33 


21 

Group JJ. Taxes on Real Property 









Land tax ..... 

tA 

40 


100 

2 

2 


1 

Local rates and penalties 



100 

100 



54 

8 

State non-tax revenue from lands 


100 


100 


5 


3 

Total, Group II . 

7 

28 

05 

100 

2 

7 

54 

12 

Group III. Taxes mi Business : 









Taxes on company income * 

100 



100 

5 



2 

War-time (1914-19) profits tax 

100 



100 





Stamp duties .... 


100 


100 


3 


2 

Licences and iniscella/u'ouH State taxes 


57 

43 

100 



1 


Mon-tax revenue under Group III 

100 



100 





Total, Group III . 

53 

44 

3 

100 

5 

3 

1 

4 

Group IV. Mainly Consumption Taxes : 









Cusimns ..... 

100 



100 

44 



18 

Excise : 








1 

1 

Liquor * . 

100* 



100 

11 



5*1 

Tobacco (including cigars and 









cigarettes) .... 

100 



100 

7 



3 

Other ..... 

100 



100 

2 



1 

Sub-total, Excise 

100 



100 

20 




Other Similar Taxes and Livenexs 








1 

Sales tax ..... 

UK) 



100 

11 



5 ' 

Elour tax ..... 

100 



100 





State liquor taxe.s 


100 


100 


1 


1 

Motor vehicles .... 


100 


100 


6 


3 

Entertainments . 


100 


100 


1 



Racing ..... 


100 


100 


1 


1 

Lotteries ..... 


100 


100 


1 



Other taxes (local) 



100 

100 





Sub-total, Other Taxes and Licences 

49 

50 

1 

100 

11 

10 

.. 

10 
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TABLE VII— {continued) 



Percentase Share of 
each Government in Total 
Revenues 

Peroentai^ Distribution 
of each Ooveriunont's 
Revenue 


L 

II 

state 

S 

Total 

Common¬ 

wealth 

state 

Local 

"5 

"o 

H 

Revenue from Business Undertakings, 









Public Works and Services : * 

Post Office .... 

100 


.. 

100 

4 



2 

Railways, tramways and omnibuses . 


100 


100 


15 


8 

Harbours, rivers and lights 

Water supply, sewerage, irrigation. 


100 


100 


2 


1 

drainage, etc. .... 


62 

38 

100 


2 

4 

2 

Other Stat.e business undertakings 


100 


100 


1 


1 

Local council properties 



UU) 

100 



7 

1 

Street construction 



1(h) 

100 



0 


Other local works and services . 



1(H) 

100 



1 


Local business undertakings 



100 

100 



2 


Sub-total, Business Undertakings, 









Public Works and Services 

12 

72 

16 

100 

4 

20 

16 

15 

Miscellaneous : 









Territories" . . . . 

Interest ’ . 

100 

If)® 

H5 


100 


7 


4 

Other ..... 

1.5 

77 

8 

100 

2 

9 

3 

6 

Sub-total, Miscellaneous 

16 1 

79 

5 1 

1 

100 

4 

16 

3 

10 

Total, Group IV . 

59 

37 

4 

100 

83 

46 

19 

63 

Grants and similar intergovernmental 









payments ..... 


61 

39 

JOO 


n 

26 

10 

Grand Total .... 

40 

46 

14 

100 

100 

lOU 

100 

110 

Less grants, etc. .... 

61 

39 


100 

13 

7 


10 

Net Total ..... 

38 

47 

15 

100 

87 

93 

100 

100 


—Fur fuuLnott‘4 sl'c Table VI. 

expenditure tables (Tables XI and XII) on pp. 139-40 and 141-2. 
Secondly, only a certain proportion of total State tax collections^ is included 
in the Consolidated Revenue accounts as given in the above-mentioned 
bulletin, the remainder being paid to various special funds differing in nature 

^ Total revenues from taxation of all Governments in 1937-38 by States are given in 
Tables VIII and IX below. 
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and extent as between different States. It was necessary to use the figures 
from Finance in order to obtain comparable totals. On the other hand, 
the actual proportion of State tax revenues derived from various sources 
had to be given in order to present a fair and comparable picture of the 
revenue system. For this reason the figures of State tax collections from 
different sources have been reduced proportionately so as to add up to the 
amount actually paid to Consolidated Revenue. This accounts for the 
differences between the figures in Table VI and those in Table VIII below. 

A caveat should be noted, especially in making comparisons with 
other chapters of this Enquiry. It has not been possible to obtain separate 
figures of individual and company income taxation for all the States, and 
for this reason the whole of State income tax collections has had to be 
given under Group I (Progressive Taxes, item “ taxes on individual 
income ”). This means that the totals of Group ] for State revenues and 
for all Governments are above the true figure, wliile the corresponding 
totals of Group Til arc below it. 

The Australian revenue system, as shown in these tables, has three 
important characteristics. The first of these is its '' regressivity ” or 
high degree of regression. Group IV (Mainly Consumption Taxes) com¬ 
prises no less than 63 per cent of total revenues, of which 19 per cent 
represents customs, 9 per cent excise, 10 per cent otlicr similar taxes 
and licences, 15 per cent revenue from business undertakings, public 
works and services, and 10 per cent miscellaneous items (including 
interest receipts). Progressive taxes accounted for 21 per cent, of which 
18 per cent represented taxation of individual income and the remain¬ 
ing 3 per cent probate, estate and succession duties. (But it must 
be remembered that anything between one-quarter and one-half of 
the income tax figure may be represented by State company income 
taxation.) Group III (Taxes on Business), other than State company 
income taxation, represented 4 per cent, mainly Coimnonwealth tax on 
company income and State stamp duties. Groups I and III together 
accounted for 25 per cent of the total revenues of all Governments com¬ 
bined. Group II (Taxation of Real Property) accounted for 12 per cent, 
chiefly local rates. 

The regression of the system is most conspicuous in the case of 
Commonwealth revenues. This brings us to the second important 
characteristic. In contrast to other Federations studied in this Enquiry 
(except Canada), the States, or units, and not the Federation, are the 
progressive element in the revenue system. This is due to historical 
causes which have been alluded to in section II of this chapter. In the 
United Stiites the predominance of the Federal Government in financial 
matters was well established by the time that progressive taxation began 



C3H. V FINANCE AND ECONOMY OF AUSTRALIA 133 

to be developed, but this was not the case to anything like the same extent 
in Australia. Hence the Commonwealth still relied, in 1937-38, on customs 
for no less than 44 per cent of its revenue, on excise for 20 per c^nt and on 
the sales tax for 11 per cent. Business Undertakings (the Post Office) and 
miscellaneous items each accounted for another 4 per cent, making a total 
for Group IV of no less than 83 per cent. (This is higher than in any other 
of the Federations studied here, with the exception of India (87 per cent), 
where the heavy reliance of the Provinces on property taxation makes 
their revenue system even more regressive than that of the Centre.) 
Group II (Taxes on Real Property) accounted for 2 per cent; Group I 
(Progressive Taxes), mainly individual income tax, for 10 per cent, and 
Group III (Taxes on Business), represented by company income tax, for 
the remaining 5 per cent. 

The picture is very different in the case of State revenues. Taxes on 
income represent 28 per cent of the total, probate and succession duties 
5 per cent (making a total for Group I of 33 per cent), taxes on business 
other than company income tax 3 per cent, making a total for Groups I 
and IHof 36 per cent as compared with 15 per cent in the case of Common¬ 
wealth revenues. Group II (Taxes on Real Property) represents 7 per 
cent of State revenues, most of which is strictly not taxation but non-tax 
revenue from lands. Group IV (Mainly Consumption Taxes) represents 
46 per cent, of which various consumption taxes and licences account for 
10 per cent, business undertakings (especially railways) for 20 per cent, 
and miscellaneous items (including interest) for 16 per cent. Grants and 
similar payments from the Commonwealth account for the remaining 11 
per cent, although it must be noted that not all Commonwealth payments 
to or for the States, even from revenue, are included in this figure. 

Local Government revenues exhibit the usual feature of reliance on 
property taxation, mainly in the form of rates (Group II comprises 54 
per cent of the total). Licences, the only item in Group III, account for 
only 1 per cent, business undertakings for little more, but revenues from 
various works and services and from local council properties swell the 
sub-total “ Business Undertakings. Public Works and Services ” to 16 
per cent, making, together with 3 per cent of miscellaneous revenues, a 
total of 19 per cent for Group IV. Grants from the higher layers of 
Government comprise 26 per cent of the total. 

All this brings us to the last of the three outstanding characteristics, 
namely, the comparative unimportance of Local Authorities in the revenue 
system. They account for only 15 per cent of the net total of Government 
revenues, as compared with 47 per cent in the case of the States, and 38 
per cent in that of the Commonwealth. This is largely due to the fact that 
Australia is a new country, largely developed with the help of State aid, 
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whereas Local Authorities only f^radually came into being. 

This last fact accounts for a feature which is not brought out by the 
above tables, but must be discussed here — the difierences between 
States, both in regard to tax structure and in regard to the distribution of 
functions between the State and Local Governments and other authorities. 
Some of these differences are brought out by Tables VIII and IX, which 
give the revenues of all Governments from taxation in 1937-38, by States, 
in thousands of pounds and in percentages.^ 

It is evident from these tables that there are considerable differences 
between the States with regard to the progression of their tax systems, 
and with regard to the proportion which Local Government taxation bears 
to State taxation. When comparisons are made between the revenue, 
expenditure and debt of States it is necessary to remember that the 
functions of State Governments differ, some performing municipal or 
semi-municipal functions. The States render many public services which 
in Great Britain are left either to municipal or private enterprise. Gross 
receipts from business undertakings represent a very considerable pro¬ 
portion of State revenues as given in the official accounts, although in 
our tables, for reasons already explained, net revenues only have been 
included. 

Transport is a case in point. In New South Wales and Western 
Australia tramways are (controlled by the State Government, whereas in 
other States they are run by boards or trusts or private companies. In 
Tasmania transport has been vested in a Transport Commission since Ist 
July 1939. Financial responsibility for roads varies between the State and 
Local Government authorities. The cost of State highways ^ is borne by 
the State in New South Wales, Victoria and Tasmania, while in Queens¬ 
land Local Authorities arc responsible for a proportion not exceeding 50 
per cent of maintenance cost. Main roads in Western Australia and 
Tasmania are maintained by the State, whereas in New South Wales and 
Victoria Local Authorities are responsible for one-quarter and one-third 
respectively and in Queensland for not more than 20 per cent. In South 
Australia the contribution of Local Authorities is only a small proportion 
of the total expenditure on main roads. For water supply and sewerage 
there is a considerable divergence in financial responsibility. In New South 
Wales and Victoria, for example, it is divided between State, Local and 
semi-Governmental authorities such as boards or trusts. In Queensland 
and Tasmania Local Authorities carry the burden. In South Australia 
responsibility rests with the State Government, while in Western Australia 

' See oiao Tables 3 to 10 in Part 111. 

' Koads for whiob the States l>ear the whole or part of the financial responsibility are 
divided into several classes, of which State highways are the first and main roads another. 
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Includefl Central Office coUectiona allocated to States in proportion te State Office collections of Federal income tax. 

Includes Central Office collections allocated to States on basis of dissection of returns for 1936-37. 

Total collections apportioned to States on basis of assessments for 1936^37. * Allocated to States on population basis. 

Less than £500. • Including a small proportion of penalties. 
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it is divided between the State and Local Authorities. For this reason 
payments for water supply and sewerage have been excluded from the 
following table (taken from the Seventh Report of the Commonwealth 
Grants Commission (F.3600), 1940, p. 74). The other differences between 
the figures in it and those in Table VITI above are due to the exclusion 
from the latter of charges for public utility services. (The figures in 
Table VIII are taken from Financ^e, the bulletin of the Commonwciilth 
Bureau of Census iind Statistics.) 


TABLE X 


Local (iOvepnment Taxation, HI.37-H8 
(Ex'liuliii^ payments for Abater siipply and sewerage) 


SUito 

Total 

IVr llfMid of 
Popiilivliim 


£ < hoiisaiwli 

S (1 

Now South Wales . 

0,070 

44-U 

Victoria 

3,000 

42-0 

QuoonHlarid . 

2,081 

53-11 

j South Australia 

015 

310 

1 Western Aiiatralia . 

704 

33-5 

Tasmania 

357 

30-4 

Total 

14,747 

43-2 


There is a fair equality of service for item*^ included under Local 
Government activity, but the debt charges in tlie last three States in the 
above table are very much less than in the first three. There is evidence 
that one of the chief causes for the low level of Local taxation in the last 
three States in the table is that the Governments of South Australia, 
Western Australia and Tasmania raise loans for local purposes which in 
the first three States devolve upon Local Authorities. In other words, 
the States of South Australia, Western Australia and Tasmania shoulder 
burdens which, being for Local purposes, should fall on Local Authorities. 

We have already seen that Local Government financial statistics in 
Australia are not very satisfactory. This makes it difficult at times to 
make accurate comparisons, cither between States or especially between 
years. But the matter is complicated by the fact that functions arc not 
equally distributed in the several States, and for some purposes it would 
perhaps be best to add State and Local figures when making comparisons 
between States. Moreover, as we have already seen in connexion with the 
State taxes included in Tables VI and VJl above, difficulties are caused by 
the fact that various States have special funds apart from the Consolidated 
Revenue Fund, and that the fields covered by these funds (and the 
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corresponding statistical figures) are not the same as between different 
States, nor as between different periods in the same State. 

Public Expenditures 

Tables XI and XII below give public expenditures from revenue of all 
Governments in 1937-38, in thousands of pounds and in percentages. The 
figures, like those in Table VI above, are taken for the most part from 
Finance^ the bulletin of the Commonwealth Bureau of Census and 
Statistics. They refer, in the case of the Commonwealth and the States, 
to expenditures from the Consolidated Revenue Fund,^ although in the 
case of New South Wale^ several special accounts have been included to 
make the data comparable with those of the other States. But there are 
certain differences between our figures and those in Finance, In the first 
place, they have been arranged in the usual groups: 1, Primary Functions; 
2, Secondary Functions — (1) Social Services, (2) Developmental Expendi¬ 
ture, (3) Miscellaneous; and grants and similar intergovernmental 
payments. Secondly, net expenditure only on Commonwealth and State 
business undertakings has been included. {Finance gives net profits only 
of Local Government undertakings, just as we do.) For this purpose, 
net losses incurred by the various authorities have been given, and 
any net profits made by other authorities have not been deducted but 
given in the revenue tabl(‘S (Tables VI and VII above). Thirdly, Common¬ 
wealth expenditure from excess receipts (i.e. from vsurplus revenue of the 
previous financial year) has been includ(‘d. Lastly, Commonwealth 
expenditure on pensions and debt services has been eliminated from the 
Finance figures of the cost of the various departments other than business 
undertakings and Territories, and given separately. It should be noted 
that no separate details of expenditure on pensions by Local Authorities 
are available, and that, in contrast to other chapters of this volume 
(except Chapter VI on South Africa), figures for debt services include 
not only interest payments but sinking fund payments, redemption and 
conversion expenses, and exchange. It has not been possible to eliminate 
grants to Local Governments from State expenditure figures. This is why 
the totals of primary and secondary functions in the last column of Table 
XII add up to 104 per cent (of the net total for all Governments). 

The most outstanding feature of these tables is the enormous proportion 
of expenditure, especially State expenditure, which is devoted to debt 
services. It must be remembered that the figures are appreciably swollen 
by the inclusion of items which, as indicated above, have been omitted in 
most of Ihe other chapters. Nevertheh'ss, the contrast with the other 
Federations studied here is too great to be explained away by this. An 

^ Hencct loan exj>enditure of all kinds is, of course*, excluded. 
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TABLE Xr 

Public Expenditures from Revenue, All Governments, 1937-38 ^ 
(£ thousands) 


‘ 1. Primary Functions : 

I Legislation, adiiiiniatration and justice 

I Public safety * . 

I Defence * . 

] Pensions * .... 

Debt services “ . 

Total, Primary Functions . 

2. Secondary Functions . 

(1) Social Services : 

Education .... 

Public health (including hospit als) . 
Invalid and old-age pensions 
I Relief of the aged, indigent, etc. 

I Unemployment relief . 

I Repatriation and War Service HoraovS 

I Commission . . * . 

Child welfare .... 

I Maternity allowances . 

Family endowment 
Miscellaneous .... 

Sub-total, Social Services 

(2) Developmental: 

Post oflice ® . 

Railways .... 

Shipping and mail .services . 

Roads, streets and bridge.s * . 

Street lighting .... 

I Civil aviation .... 

Miscellaneous State busine.ss under¬ 
takings .... 

' Lands and survey 

Agriculture .... 

Forestry .... 

Bounties .... 

Research and publicity . 

Relief to primary producers . 

Local council properties 
Other public works and services 

Sub-total, Developmental 


Common¬ 
weal th 

Slat 11 

laical 

Total 

3,338 

4,059 

1,906 

9,903 


4,008 

225 

4,833 

0,0(31 



6,061 

8,278 

2,380 


10,664 

13,500 

39,477 

4,277 

57,344 

31,207 

51,130 

6,408 

88,805 

114“ 

12,154 


12,268 

377 

4,734 

2,496 ’ 

7,607 

15,799 



15,799 


1,951 


1,951 


5,817 


5,817 

923 



923 


020 


620 

400 



400 


1,470 


1,470 

151 

602 


713 

17,704 

27,308 

2,496 

47,668 

1,000 



1,000 

705 

213 


918 

70 



70 

4,150 


11,253 

15,403 



706 

706 

123 



123 


2 


2 


1,040 


1,640 


1,084 


1,084 


406 


400 

276 



276 

061 



061 

262 



262 



2,553 

2,553 1 

3,665“ 

1,568 

588 

5,821 

10,912 

6,619 

15,100 

31,631 

1 1 




[Tahle rontMiuf^d ovffleaj 
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TABLE Xl— (continued) 



Common¬ 

wealth 

State 

Local 

Total 

(3) Miscellaneous : 

Territories 

Other ..... 

1,0C7 

2,290 

968 

1,057 

3,248 

Sub-total, Miscellaneous 

1,057 

2,290 

958 

4,305 

Total, Sticondary Functions 

29,733 

35,117 

18,554 

83,404 

Grants and similar intergovernmental 
payments .... 

Grand Total .... 

11.840 

72.840 

12 

80,247 

24,902 

11,840 

184,049 

Less grants, etc. .... 

11,840 

0,379^^ 


18,219 

Net Total ..... 

61,000 

79,868 

~24,962 

165,830 







* Thege figures differ from t/iose in “Finance” (bulletin of the Commonwealth Bureau of Census ayid 

in that they include net expenditure only on Commonwealth aiul State business undertakings, 
and that Commonwealth expenditures include expenditure from excess receipts. For other details see text. 

* Includes police, penal establishments, Local Authority grants to Are brigades, and other items. 

’ Includes £104^758 of iiiiscellaiioous expenditure on aecoiint of the war of Jyj4-18. 

* Excludes business under takings and Territories. No separate details are available for Local 
Authorities. 

* Interest, sinking fund, redemption and couver.siun expenses, and excliange. Business under¬ 
takings and Territories are excluded. The Comnioiiwealtli llgure iueliidea £l!7(j,5!j8 of expenditure 
from excess receipts in reduction of deficits. 

* Soldiers’ children education scheme Iwar (1914-18) services expenditure] and National Library. 

' llcaltli administration, sanitary and garbage services, h()s[)itals and ambulances, and other 
charities. 

' Expenditure on Tost Office works (uit of Excess Jlcceipis. 

* Commonwealth : payments to States for Federal Aid roads. The total for all Govcrimieiits 
probably includes duplication amounting to about £2 luillions due to grants tu Local Authorities, it 
has nut been possible to eliminate this, since no iletails are available for Western Australia and since 
neither Oomin on wealth payments for Federal Aid roads nor road expenditure or giants to Local 
Authorities appear in the State Consolidated Jtevenue Fund accounts as given in Finance. 

Includes seientifle research included under “ Education ” in the State figures and in other 
chapters of this Enquiry. 

“ New work.s £3,551,770, and iniseellaneous £113,318. 

'* State grants to Local Authorities are not given separately in Finance. 

” Of this, £5,091,747 was for unemployment relief and roads (divided in a ratio of about 3 : 2). 
See also footnote 9. It Ls probable that some of these grants should be subtracted from ('ommonwealth 
rather than trom State expeinliturcs in aniving at tlie net totals. 


exaininiitioii of Table 6 in Part III, wliich f^ivea the percentage distribution 
of the expenditure from revenue of the individual States in 1937-38, 
shows tluit the different States vary considerably with regard to the 
jiroportion of their expenditure devoted to debt services. It is highest in 
the case of Western Australia, South Australia and Queensland. One 
reason is deficit financing such as occurred during the great depression — 
we have already noticed that although State revenues declined at that 
time, expenditures only followed the downward course of Commonwealth 
expenditures after some delay. But there are more important reasons, 
connected with the fact that in Australia the States perform functions 
elsewhere ontrnsted to Local Government authorities or left to private 
enterprise. The State debts, therefore, have increased markedly with the 



TABLE XII 


Public Expenditures from Revenue, All CiOvkrnmbnts, 1037-38 * 
(Percentage distribution) 



rercon(*iie Sharp of eai'li 

PrroonUiRj DiatrlbuUofi 


UoAPniTiiPfit nn ToIaI 

of earh rioveminont’i 



Evpciiditurt'S 



Kxpendlttire 



a 

o 

£13 
o <y 

S 

S9 

1 

13 

0 

a 

1- 

n 

i 

1 

1 


y > 



H 

O 

on 


H 

1. Primary Fumiions : 









Legislation, administration and justice 

34 

47 

19 

100 

5 

5 

8 

6 

Public safety ^ . 


95 


100 


6 

1 

3 

Defence ”, 

100 



100 

8 



4 

Pensions * . . , . 

78 

22 


100 

11 

3 


6 

Debt services ^ . 

24 

09 

7 

100 

19 

40 

17 

35 

Total, Primary Fiinelions . 

35 

58 

7 

100 

43 

59 

26 

54 

2. Secondary Fvnctions : 

(1) Social Services : 









Education .... 

1« 

99 


100 


14 


7 

Public health (including hospilals) . 

5 

62 

33’ 

100 

1 

5 

10’ 

6 

Invalid and old-age pensions 

100 



100 

22 



9 

Relief of the aged, indigent, etc. 


100 


100 


2 


1 

Unemployment relief . 

Repatriation and War Service Homes 


100 


100 


7 


4 

Commission .... 

100 



100 

1 



1 

Cliild welfare .... 


100 


100 


1 



Maternity allowances . 

100 



100 

1 




Family endowment 


100 


100 


2 


1 1 

Miscellaneous .... 

21 

79 


100 


1 



Sub-total, Social Services 

37 

50 

5 

100 

25 

32 

10 

28 

(2) Developmental: 









Post office ® . 

100 



100 

1 



1 

Railways .... 

77 

23 


100 

1 



1 

Shipping and mail services . 

100 



100 





Roads, streets and bridges ® . 

27 


73 

100 

6 


45 

9 

Street lighting .... 



100 

100 



3 


Civil aviation .... 
Miscellaneous State business under¬ 

100 



100 




1 

takings .... 


100 


100 





Lands and survey 


100 


100 


2 


1 

Agriculture .... 


100 


100 


2 


1 

Forestry .... 


100 


100 





Bounties .... 

100 



100 





Research and publicity 

100 



100 

1 




Relief to primary producers . 

100 



100 





Local council properties 



100 

100 



10 

2 

Other public works and services 

63^* 

27 

10 

100 


2 

2 

4 

Sub-total, Developmental 

35 

17 

48 

100 

15 

6 

60 

19 j 


1 









[Table continued overleaf 
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TABLE XII— (wntinued) 



Percentage Share of each 
Government in Total 
Expenditures 

Percentage Distribution 
of each Government’s 
Expenditure i 


a 

as 

I'd 

O u 

o it 

state 

Local 

3 

o 

H 

Common¬ 

wealth 

S 

an 

Local 

Total 

(3) Miscellaneous : 

Territories .... 

Other ..... 

100 

70 

30 

O O 

o o 

1 

3 

4 

1 

2 

Sub-total, Miscellaneous 

25 

53 

22 

100 

1 

3 

4 

3 

Total, Secondary Functions 

36 

42 

22 

100 

41 

41 

74 

60 

Grants and similar intergovernmental 
payments .... 

100 

12 


100 

16 

12 


’ i 

Gbaud Total .... 

39 

47 

14 

100 

100 

100 

100 

111 

Less grants, etc. .... 

65 

3613 


100 

16 

7 18 


11 1 

Net Total ..... 

37 

48 

15 

100 

84 

oT 

100 

100 1 









1 


Note - For footnotea aec Tabic XI. In the above tjible, aggreff.ite i*xi)pnJiLuri*'j of all Governments (last 
column, primary and acroiulary functions) add up to 104 per rent (of the net total). TJie reason for this is that 
It has not been ponsiblc to eliminat.e grants to Local Authorities (4 per cent of the net total) from the expenditures 
of the higher layers of Government. 

gradual development of Australia. Yet there is more to it than that. 

The Commonwealth Grants Commission has on several occasions in its 
annual reports commented unfavourably on the heavy unproductive 
debt of the States, especially of the three States claiming special grants 
from the Commonwealtli — South Australia, Western Australia and 
Tasmania. The Commission also believed that “ there is strong evidence 
. . that the claimant States do not compel the local authorities to bear 
their burden of loans for local purposes in the same way as the non- 
claimant States “ The proportion of unproduetive loan expenditure 
in Western Australia and Tasmania is such that it should be a matter 
of considerable concern. . . . No adequate provision, either by way of 
amortisation of debt or by charges for services, has been made to relieve 
the losses appearing in the State budget.” ^ The Commission also showed 
in what way past policy had been extravagant or mistaken. For instance, 
loan expenditure is not always made on a plan by which all loan charges 
are met by charging the cost to the beneficiaries, or by which the loan is 
liquidated by depreciation and sinking fund charges. 

^ Commonwealth Grants Commission, Foiu-th Report, p. 59. Cf. also Fifth Report, 
pp. 59-65. 

■ Commonwealth Grants Commission, Eighth Report (1941), pp. 12 and 73. See also 
Table 15 m Part HI. 
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Another feature of the tables is the comparatively high proportion of 
Commonwealth expenditure devoted to secondary functions. In this 
respect Australia resembles the United States more than the other Federa¬ 
tions studied here, although the expenditure in question is concentrated 
on a fairly narrow field. Apart from payments to States with respect to 
Federal Aid roads, the only important item of Commonwealth expenditure 
on secondary functions was invalid and old-age pensions. Education is 
mainly a matter for the States, and so are poor and unemployment reliefs. 
Responsibility for public health and similar items is divided between the 
States and Local Authorities. The Commonwealth spent £400,000 on 
maternity allowances in 1937-38. The State of New South Wales spent 
£1,470,000 on family endowment. Since July 1941 there has been a more 
comprehensive Commonwealth system of family endowment, covering all 
States. The scheme provides for a payment of 58. a week in respect of all 
children under 16 years of age, irrespective of the amount of family income. 
In the Commonwealth Budget for 1941-42 £13 millions were provided 
for this purpose. This provision promised temporarily to reverse the 
war-time trend of Commonwealth expenditure from revenue on primary 
functions to increase in proportion to expenditure on secondary functions 
(see Table 2 in Part III). As we have seen (p. 121), family allowances 
are among the subjects over which the Commonwealth is to be given 
power under the recent agreement with respect to post-war reconstruction. 
In general, the terms of this agreement mean that after the war there will 
oe a further tendency for the Commonwealth to 8})end a greater proportion 
of its revenue on secondary functions.^ 

The tables also illustrate the transfer of revenue from the Common¬ 
wealth to the States by means of grants and other payments, although not 
all of these are included in the item ‘‘ Grants and similar intergovernmental 
payments For instance, payments for Federal Aid roads have been 
given under road expenditure. Unfortunately the figures in Finance do 
not include the State road funds ; neither do they show separately grants 
by the higher layers of Government, such as the States, to Local Author¬ 
ities. For this reason the figure for total road expenditure in the tables 
probably includes a certain amount of duplication in respect of Local 
expenditure from grants, while it does not include State expenditure not 
financed from Commonwealth grants. Commonwealth payments to or for 

^ This has been further borne out by the Hocial security plans now being introduced. 
The first stage, announced by the Commonwealth Treasurer on 11th Feb. 1943, is the 
creation of a national welfare fund. This is to be financed from an annual contribution 
from Commonwealth revenues amounting to £30 millions, or one-quarter of the receipts 
from individual income tax, whichever is the lower. The benefits to be paid from the 
fund include higher maternity allowances, funeral benefit for old-age pensioners, and 
allowances for dependent wives and all unendowed children. 
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the States in 1937-38, from revenue and from loan fund, are given in detail 
in Table 19 in Part III. 


IV> Public Debt 

On 30th June 1938 the public debt of all Governments in Australia 
was as given in Table XIII, pp. 145-46. 

Debt maturing in Australia is given in Australian pounds in the 
official accounts ; debt maturing in London in pounds sterling ; debt 
maturing in New York in pounds into which the dollar figures have been 
arbitrarily converted at the rate of £= $4-8665 ; debt maturing in New 
Zealand in pounds ; and total debt represents the total “ face ” or “ book ” 
value of the debt, i.e. no account has been taken of the differences in the 
various pounds in adding up debt maturing in different centres. 

Since the Commonwealth took over the debts of the States under the 
Financial Agreement Act, 1928, the public debt of Australia as given in 
the Commonwealth Budget Accounts comprises both debt for Common¬ 
wealth purposes and debt on account of the States. The corresponding 
figures for 1941 have been given in Table 11, Part III (Commonwealth and 
State Debt, 30th June 1941). Owing to the differences between States 
with respect to the functions of State, Local and semi-Governmental 
authorities, the debt of the latter has been included in Table XIII below. 

The Commonwealth debt is much more recent than the State debt. 
New South Wales, for example, began borrowing in 1842. The Common¬ 
wealth Government first entered the loan market as a borrower in 1915, 
although previous to that, in 1911, it had taken over transferred properties, 
and the liabilities of the Northern Territory and of tlie Port Augusta- 
Oodnadatta Railway amounting to £5-9 millions. Some property (build¬ 
ings, etc.) was taken over from the States at the time of Federation, and 
the Commonwealth paid per cent on the value of the property so 
transferred. Other debt was incurred for works and various purposes, but 
it is war that has been mainly responsible for the growth of the Common¬ 
wealth debt. Debt on account of the war of 1914-18 represented more 
than two-thirds of the total debt for Commonwealth purposes on 30th 
June 1938. By 30th June 1941 the present war had swollen the proportion 
of Commonwealth debt due to war to three-quarters, and the aggregate of 
such debt by nearly a third. 

State debts have been incurred very largely for various developmental 
works. As we have seen, the State Governments undertake functions 
performed in other countries by Local Authorities or private enterprises, 
and this has caused their debts to increase with the development of the 
States. The net loan expenditure incurred by the States up to 30th June 
1938 was as given in Table XIV, p. 146. 



i AI5L.K AllJ 


PuBiic Debt of Austraua, All Goverkments, 30th Junk 1938 


For Commonu>eaith J'yrposes : 

(1) War Debt (1914-19): 

Stock and bonds 

Miscellaneous 

Indebtedness to United Kin^rdctni. 

1 

1_ 

Aiistraliu 
£ thoiiHuuds 
(Australian) 

^ ■ 

178,87ti 

183 

M 

LoihIdu 
£ thju- 
Haiuls 

(StB) 

11,020 

79,724 

.vturlng ill 

Nt'w York 
£ thoii- 
Haiiils 
(SI 8665) 

Ntiw 
ZuaIaiuI 
£ thou- 
Hiin(li!i 

Total 

£ thoiiHaiidB ‘ 

189,896 

183 

79,724 

Sub-total, War Debt . 

179,059 

90,744 



289,803 

(2) Works and other Purposes : 

Stock and boinls 

Short-term debt “ . 

General Trust Fund iiiveslments “ 
Balance of loans taken over from 
South Australia : 

(i) Northern Territory . 

(ii) Port Augusta Railway 

20,006 

10,092 

29 

15 

01,905 

5,495 

149 

10 

10,081 


104,652 
5,495 
10,692 i 

1 

178 

25 

Sub-total, Works and other 






Purposes 

37,342 

07,019 

lti,081 


121,042 

Total, Coiumonweallh PurpcKses 

210,401 

158,303 

10,081 


390,845 1 

On Account of States : 





1 

Stock and bonds 

423,144 

200,539 

28,54!) 


052,232 

Short-term debt ^ . . . 

4<i,r»!>H 

23,155 



09,753 

Balance of debts of States taken over 
by (Jommonwealth and still repre¬ 






sented by State securities . 


102,195 



102,195 

Total on Account of States 

409,742 

385,889 

28,549 


884,180 

Total Commonwealth ano State 
Public Debt 

«80,143 

544,252 

44,030 


1,275,025 

Tjocal Governments : 

Due to Central Government . 

15,002 




15,002 

Due to banka (net overdraft) * 

1,402 




1,402 

Due to public creditor 

53,527 

12,723 

5,501 

31 

71,782 

Total, Local Governments . j 

70,531 

12,723 

5,501 

31 

88,786 

1 

Grand Total, All Governments . 

741,072 = 

556,975 

50,131 

31 

1,348,209' 

_ _ 


1 



_ 


[Table roriltnued overleaf 
L 




TABLE XIII— (continued) 




Maturing in— 




Australia 
£ thcusaiids 
(Australian) 

London 
£ thou¬ 
sands 
(Stg.) 

New York 
£ thou¬ 
sands 
(S4 8005) 

New 
Zealand 
£ thou¬ 
sands 

Total 

£ thousands' 

Semi-Qoiern'menial and Other Public 






Authorities : 

Due to Central Governmenb . 

41,140 




41,140 

Due to banks (net overdraft) * 

1,701 




1,701 

Due to public creditor 

79,367 

10,658 

1,442 


91,467 

Total, Semi-Governmental 






Authorities 

122,208 

10,058 

1,442 


134,308 

Total, Local and Semi-Govern¬ 






mental Authorities 

192,739 

■ 

23,381 

6,943 

31 

223,094 

Grand Total, All Governments and 






Semi-Governmental Authorities 

822,140“ 

567,633 

51,573 

31 

1,441,377“ 



„ 

_ __. 

_ 



* Total " face” or "book " value of the debt witliout adjiiatment on account ol relative currency cbangei 
since the loans were floated. 

* Short-dated Treasury bills and debentures. 

* Other Treasury bills. 

* Aggregate ol net overdrafts of all funds. The credit Imlaiieca of other authorities winch do not carry over 
drafts have not been deducted. 

* Excludes Local Government debt to (Vntral Governments 

* Excludes debts to rcntral GuvcnimeiiL of Local and aenii-GoviTinnental authorities. 


TABLE XIV 

Net Loan Expenijituhe incurred ry the States up to 30tii June 1938 

(£ millionH) 


Sub-total 


Fuhlic WorkSy Services, etc. : 

Railwayb and iramwayB .... 
Roads, bridges, harbours, rivers, and lighthouses 
rublic buildings ..... 
Housing advances ..... 
Primary production : 

Settlement 95 

Water conservation, irrigation 
and drainage 30 

Other 35 

Water supply and sewerage 
Electricity supply .... 

Other public works and services, ineludin 

industrial undertakings and immigration 
Ijoans and grants to local bodies . 
Unemployment relief 
Other purposes .... 

Total, Public Works, Services, etc. . 
Deficits and other items 


371 

89 

3i; 

12 


IbO 

103 

27 

13 

21 

26 

13 


871 

99 


970 


Grand Total 
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These figures refer to the amounts actually spejit, and exclude those 
still unpaid. They show the nature of the debt, whether productive or 
unproductive. No data are available by which it would be possible to 
show the actual proportion of productive debt for all States. 

Details of the debts of the States, Loc4xl Grovernments and seini- 
Governinciital authorities? are to be found in Tables 12 to 14 in Part III. 

Public Debt Charges 

The debt charges of all Governments for 19.17-38 are set out in the 
following table, which is analogous in its arrangement to Table XIII (see 
above, pp. 145-6). Both table sshow the predominance in peace-time of 
State debt, and the high proportion of the debt charges which is payable 
abroad, mostly in London. 

Public debt charges and net losses of the sevi'ral States, in 1937-38 
and 1940-41, are set out in Table 15 in Part 111, and the intenvst payable 
by Local Government and semi-GovernnuMital authorities respectively in 
1937-38, by States, is set out in Tables 16 and 17. 

Special interest attaches to Table 15, which gives interest, sinking fund 
and exchange charges of the several States, in millions of pounds and per 
head of the population, as well as the net losses on these charges after 
deducting earnings. It fully demonstrates the great difference between 
New South Wales and Victoria and the other States, but especially between 
the former and the “ claimant ” States of South Australia, Western 
Vustralia and Tasmania. The net losses per head of the population are 
much higher in the tliree last named than in the other States. Especially 
is this true of Tasmania, where the debt charges per head are comparatively 
moderate — only those of Victoria are lower — but where the proportion 
of these charges given as net losses is phenonumal, making such losses per 
head the highest for all States. On the other hand, it must be admitted 
that the regular occurrence of substantial net losses in all States, including 
the eastern ones, shows that none of them has in the past pursued a policy 
of what maybe strictly termed “ sound finance ” according to old-fashioned 
principles. 

The losses arise from works partially or wholly unproductive and from 
deficits financed from loan funds. The Commonwealth Grants Commission 
has examined the position with special reference to South Australia, 
Western Australia and Tasmania, and concluded that “ no irrigation, land 
settlement or railway authority charges consumers sufficient to cover its 
coats, and the combined deficits of these undertakings have an un¬ 
stabilising effect on political conditions and on public finance. There is 
a further more cogent reason why the system of not making adequate 
charges for economic services is unsound. If tin* deficiency is charged to 



148 


FEDERAL FINANCE IN PEACE AND WAR 


FT. I 


TABLE XV 


Debt Charges of Australia, All Governments, 1938 (Interest payable 

ON 30th June) 




Payable in— 



Interest on Debt of — 

Auutraha 

1 thou sail dH 
f Australian) 

Lniidon 
£ thou- 
aands 
(Stg ) 

New York 
£ thou- 
sanda 
($4 B0t)5) 

New 
Zeajaiul 
£ thou- 
aand-s 

Total 
£ thou- 
aands' 

Coynmonwealth : 

War (1014-19) . 

Works and other purposes 

7,150 

1,152 

426 

2,775 

785 


7,576 

4,712 

Total, Commonwealth 

8,302 

3,201 

785 


12,288 

States : 






New South Wales 

0,211 

5,943 

027 


12,781 

Vietoria .... 

4,085 

2,412 

222 


0,719 

Queensland 

1,900 

2,794 

408 


5,108 

South Australia 

2,312 

1,075 

87 


4,074 

Western Australia 

1,073 

1,095 

101 


3,469 

Tasmania 

468 

492 

11 


971 

Total, Slates 

10,715 

15,011 

1,456 


33,182 

Total, Commonwealth and States 

25,017 

18,212 

2,241 


45,470 

Local GovcTT\mcni3 : 






To Central Government 

649 




649 

To banks (net overdraft) “ 

63 




03 

To public creditor 

2,328 

050 

294 

2 

3,280 

Total, Local Govcrnment.s 

3,040 

050 

294 

2 

3,992 

Grand Total, All Govern¬ 






ments 

27,408 3 

18,868 

2,535 

2 

48,813=* 

Semi - Governynental and Of her 
Public Authorihp^ 






To Central Government 

1,540 




1,540 

To hanks (net overdraft) ^ 

42 I 



■■ 

42 

To public creditor 

3,134 1 

470 

79 

1 

3,083 

Total, Semi-Goveriiiiiental 
Authorities 

1 

4,710 

470 

79 


5,265 

Total, Local and Semi- 
Governmental Author¬ 






ities 

7,750 

1,126 

373 

2 

9,257 

Grand Total, All Govern¬ 
ments AND Semi-Govern¬ 





1 

mental Authorities 

30,584^ 

19,338 

2,614 

2 

52,538^ 



__ 

J 



' Noniinal amount of inteTent pavable, taking no aieoiiut of exchange. 

■ Aggregate of net overdrafts of all funds The Interest on the credit h.ilanecB of oilier authorities 
Inch do not carry overdrafts has not been deducted 

* lixcludes interest due from Local to Central Governments 

* Excludes interest due from Local and semi-Governmeiital authorities to the Central Governments. 













CH. V 


149 


FINANCE AND ECONOMY OF AUSTRALIA 

the taxpayer, it will fall mainly on the higher grades of taxable income. 
The benefit of the lower charges on economic services goes predominantly 
to the larger user, but in this case he is usually the landowner. This 
applies to the main services on which loan noney is spent in Australia, 
viz, roads, land settlement, railways and water supply. Charges for these 
services, which are less than the annual cost, and which make no adequate 
levy on the persons benefited, act as a subsidy to land values. High land 
values in a community dependent on primary production are a definite 
hindrance to such production.” ^ 

To sum up : the debt charges of the Commonwealth are mainly on un¬ 
productive debt resulting from two great wars, whereas those of the States 
are due to tlie investment of Australian and foreign capital in productive 
enterprises of many kinds and also in unproductive works. The loan 
policy of the States is not above criticism, for reasons stated above, 
especially in Soutli Australia, Western Australia and Tasmania, which 
receive special grants from the Coinmonwealtli to assist them in trying to 
maintain Budget e(j|iiilibriiim. 

V. War (Guanoes 

As in other Federations studied here, the war has considerably in¬ 
creased th(‘ relative* importance of tin* (Virnmonwealtli in Australian 
finance. Its exp(‘uditure lias become paramount. Tables 1 and 2 in 
Part HI give the tbminoiiwealth revenues and its i\\penditures from 
Consolidated Revenue in 1910 41 (actual figures) and 1941 42 (Budget 
figures). A comparison of these tables with Tables VJ, VII, XI and XII 
will show some of the changes that have taken place. The Common¬ 
wealth expenditure from revenue budgeted for in 1941-42 is more than 
twice as large as that of 1937-38 — the increase is 109 per cent. The 
proportion of the total devoted to defence or war has risen from 8 to 44 
per cent. In 1940-41, before the proportion of secondary functions was 
temporarily swelled by the introduction of Commonwealth child endow¬ 
ment, the proportion of expenditure from revenue devoted to war was 49 
per cent. The increase in Commonwealth loan expenditure was much 
more phenomenal. Omitting redemptions it amounted to £4-5 millions 
in 1937-38 and to £151-7 millions in 1941-42 (Budget estimate) — an 
increase of 3234 per cent. The loan expenditure on defence rose from 
£1-7 millions to £149-1 millions. Expenditure from Consolidated Revenue 
and Loan Fund combined has risen from £77-7 millions in 1937-38 to 
£303*7 millions in 1941-42, or, if the official totals are adopted, from £90-9 
millions to £321-9 millions. Expenditure on defence or war from revenue 

^ Commonwealth Grants Commission, Eighth Hejjort (F. 1357, 1941), p(j. 75-81. 
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and loan rose from £7*7 millions to £215-7 millions. In introducing the 
Budget for 1043-44 in the House of Representatives Mr. Chiflcy, the 
Commonwealth Treasurer, showed that half the whole National Income 
is being devoted to the war, and taxation in the current financial year 
is expected to reach £270 millions as compared with £74 millions in 
1938-39. Up to 30th June 1943 the total cost of the war to Australia 
reached £1107 millions, of which £363 millions were provided by taxation, 
£474 millions by loans from the public and £259 millions by discounting 
Treasury Bills with the Commonwealth Bank. 

At the same time, the greatest possible economy is taking place in 
civil expenditure. Loan expenditure is confined as far as practicable to 
war needs. There has been a considerable contraction of loan expenditure 
on public works other than defence. The Loan Council, held in Melbourne 
on 11th August 1942, sanctioned a programme involving the expenditure 
of £12-9 millions, a saving of no less than £6-7 millions on the programme 
of the preceding year. All works sanctioned were directly or indirectly for 
defence, or subjetd to inescapable commitments or of special character. 
A substantial reduction took place in loan expenditure on State and semi- 
Crovernmental works. 

As elsewhere, the increase in expenditures has led to an increased 
predominance of the Centro in the field of taxation, and to greater pro¬ 
gression in the revenue system. We have already seen (pp. 117-19) that 
the Commonwealth has for the period of the war displaced the States from 
the income tax and entertainments tax field. Commonwealth revenues 
have risen from £75-1 millions in 1937-38 to £152*0 millions (Budget 
estimate) in 1941-42, or by 102 per cent. At the same time. Group 1 
(Progressive Taxes) rose from 10 to 23 per cent of total Commonwealth 
revemues, and iucom(‘ tax (on individuals and companies combined) from 
13 p(‘r cent to 33 per cent, or 41 per cemt if pay-roll tax and war-time 
company tax and supertax are included. These figures are previous to 
the surrender of State income taxes, which took place in 1942. 

Thus a high and increasing proportion of the national income is 
diverted to tlie war effort, thoiigii Table IV on page 124 shows that this 
process only got fully under way after some delay. Meanwhile that 
income is rising in spite of the interruption of oversea trade and the 
consequent effect on ‘‘ primary ” exports.^ Industrial reorganisation to 
meet war needs is having a special advantageous effect on the industrial 
States, New South Wales and Victoria. These factors will not remain 
without repercussions in the field of finance. 

^ The lat/it^r han meant, amonfj other things, that Australia has not been able to 
repatriate her sieiling debt to the same extent as (Canada and India. 
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I. The National Economy 

The Union of Soutli Africa has an area of somewhat less than half a million 
square miles. It is, therefore, four times the size of Great Britain and 
twice that of France. Its population is 9T) millions, of whom a ahatle over 
2 millions are European. The mainspriiifr of its economic activity at 
the present tim(‘ is f^old mining. In recent decades agriciiltiiral and 
])afitoral production has been considerably iiuTcased with a view to supply¬ 
ing not only the Union’s own requirements but also the demand for export 
abroad. This has been combined wdtli an enormous expansion in manu¬ 
factures which has been especially noticeable in recent years. Prior to 
1925 the tariff was mainly a revenue one, but under the revised tariff of 
that year a policy of protection for industii(‘s in Ihe Union was systematic¬ 
ally undertaken. South Africa is fortunate in being the produciT of a com¬ 
modity w'hich is always in general demand - gold, which has been mined 
there since 1886 and in considerable quantities since 1896. She produces 
about one-third of the w^orld’s gold and is easily the greatri'st produem.^ 
From 1923 to 1929 there was prosjierity combined with expansion in tlie 
Union, The years 1929 to 1932 were depn'ssion \<*ars, but after 1932 the 
pric(‘ of gold leapt uj) to iiew^ high records, and this not only gave an 
(‘iiormous impetus to mining itsidf but revived to a very substantial degree 
the economic activity of the Union. The large imports of ca])ita1, mainly 
British, have been due to expansion in mining, chiefly diamonds and gold, 
and in transportation, mainly railways. Professor Frankel in his compre¬ 
hensive study on (Jaj}ifal Imtsiment in Africa - brings this out clearly. In 
dealing with the economic structun* of the Union he shows that South 
Africa is largely dependent, as we liave shown Canada to b(*, on a very 
restricted number of exportable products. There are few countries in the 
world so dependent on foreign trade as is the Union. In 1937 all mineral 
exports accounted for 75-3 per ctmt of the total export trade (diamonds 
for 2-8 per cent and gold exports for 69-3 per cent) ; wool exports for 
10-6 per cent; and all agricultural and pastoral exports 23-5 per cent. 

^ Vide G. Eindlay Rhirraa, “ Tho Positiim and Proa|)oclH of Gold ”, Economic Journal, 
June Sept 1940. Kmce the peak year 1940 this percontago has iupmaHod to over 
that figure: 14 inillion fine oz. in 1940 out of an eRtiinat-ed world produetion of 40 5 
millions, and in 1942 14-8 nidlion fine oz. out of a world production of 110 millions. 

2 Issued by the Committee of the African Hesoarcli 8ui\oy under tho ausjiices of the 
Royal Institute of International Affairs. Oxford University Press, London, 193B. 
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Thus mineral and agricultural, including pastoral, exports account for 
98-8 per cent. Over the thirty years gold alone has formed nearly 60 
per cent of the total, and it is on the mineral industry that the modern 
economy of the Union has been built. To an ever-increasing extent the 
finances of the Union depend on the direct and indirect taxation of gold 
mining. The Minister of Finance, Mr. Hofmeyr, stated in September 1942 
that the fact that the maintenance of gold production was essential not 
only for South Africa’s war effort but for the cause of the United Nations 
had come to be appreciated generally. In the last financial year ”, he 
said, “ the gold-mining industry contributed directly over 30 per cent of 
all tlie State income on revenue and loan accounts and a good deal more 
indirectly.” The severity of taxation on gold-mining income was illus- 
tratefl by the Transvaal Chamber of Mines in its evidence to the Depart¬ 
mental Committee on Mining Taxation in 1935 by the following 
approximate rate of similar taxation expressed as a percentage of taxable 
profits in other gold-producing countries : Union of South Africa 42 ; 
Rhodesia 23 ; Australia 18 ; U.S.A. 14 to 18 ; Canada 13 to 19 ; West 
Africa 12. Another characteristic of the Union economy is the degree to 
which agriculture is assisted for the benefit of Europeans engaged in that 
industry. A large part of the burden falls on those export industries, such 
as gold, which do not receive off-setting advantages and cannot shift the 
tax. The burden has also grown on mines because of the protection 
granted to manufacturing industry since 1925. Except in the case of wool 
there is no important agricultural commodity which is not dependent on 
the maintenance of an artificial internal price structure or on some similar 
kind of protection. While anxious not to give a one-sided or ex-j)arte view 
I agree, generally, with Professor Frankel when he says, “ There has 
jifrown u]) in the Union a system of tariffs, subsidies, quotas, price regulat¬ 
ing and marketing schemes, which is remarkable in its wide ramifications, 
contradictions and complexities. Nearly every important agricultural 
commodity for which an appreciable local market exists has now to be 
sold at internal prices above the corresponding world prices. Moreover, 
the rates structure of the railways has been mainly devised to conform 
with the system whereby agricultural, particularly export products are 
subsidised by means of artificially low transport charges. Since Union 
too, very large sums have been spent on the construction of unpayable 
branch lines in order to stimulate farming, often in quite unsuitable areas. 
The low contribution made by agriculture to the direct revenues of the 
Central Government is due both to the special exemptions under the 
Incoino Tax Acts and to the low net incomes obtained from agricultural 
operations.” ^ Thus, in spite of the efforts of the Government to put 

^ Frankel, Capital l7\vestm?vi in South Africa, Oxford University Press, 1928, pp. 121-2. 
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“ European ’ agriculture on a secure basis, it is more dependent that ever 
on the remainder of the Union economy. More than one-half of the 
Union's native population is on farms, and of these 70 per cent is occupied 
in European areas. The policy is to pluck the golden goose with as 
little squealing as possible to enable agriculture and industries to Ik* in 
a position sufficiently sound to hold their own when the Union will no 
longer be primarily dependent on gold. 

The total amount of foreign capital invested between 1R70 and 1930 
in the Union of South Africa is approximately £523 millions. Of this price 
capital is £250 millions, of wdiich two-third.s is in mining, and of the 
remainder three-fifths is in landowning, banking, insuratice and investment 
companies and two-fifths in commerce, industry and agriculture.^ These 
estimates show that, in return for the gold, diamonds, etc., the Union has 
become equipped with foreign capit^il in the form of machinery and other 
paraphernalia of an advanced industrial econoniv. When it is remembered 
how small the population is, and how the development of the Union has 
been determined to a very large extent by the interests of the white 
])opulation, these foreign capital investments are remarkably high. 
Nevertheless, investments have not resulted so far in a high standard of 
living for the population as a whole, white, native or coloured. The 
entire population is not employed at the o])timum level, i.c. at a level 
which Avould maximise th(‘ national output. Therefore the national 
income is still low per head of total population, and up to the outbreak of 
war, the flow of capital continued at such a rate that there were few, if any, 
signs of the Union ever becoming a creditor country. A debtor country 
should eventually increase its own national income so that it no longer 
requires capital from at)road, as has been se(m recently in other parts of 
the British ComrnonwTalth. The Union (except in mining -three- 
quarters of the foreign capital is invested in mines and in urban centres 
serving these mines) is a good example of a country in which the mar¬ 
ginal efficiency of ca]ntal is low in most enter])rises. This large invest¬ 
ment of capital from abroad obscures the poviuty of the great part of the 
population, native, ( oloured and European. The most urgent problem 
in the Union economy to-day is to increase the national income or to 
increase production, a gigantic task, and this means the development of 
non-material as well as material resources among all classes of the popu¬ 
lation, including coloured and poor whites. This development, as one 
authority somewhere phrases it, depends “ on opening the doors of 
personal opportunity ”, But in South Africa these doors remain closed 
to a large section of the population — coloiir(‘d, native and European. 

^ Frankel, op. rit. Tablft 29 
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II. The South Africa Act 

Tlio Union brought about by the South Africa Act, 1909, was not the 
first attempt to federate the four main political divisions of South Africa. 
The first attempt was mooted in 1857, and again in 1877 when a permissive 
South Africa Act was passed by the British Parliament. It failed, but 
Sir Ba,rtle Frerc, Governor of Cape Colony and the first High Commissioner 
of South Africa, pmshed on the idea of Federation. In 1880 the Sprigg 
ministry definitely formidated proposals for union to be considered by 
the delegates of the various States. The proposals again fell through, and 
after the battle of Majiiba, 1881, the British Government abandoned the 
Transvaal. Even before this Cecil Rhodes had the idea of a federated 
South Africa under British rule with the assent of the Cape Dutch. 
Rhodes, who died at the comparatively early age of forty-nine, leaving 
some £6 millions to the public service, endowing 170 scholarships at 
Oxford for students of the Colonies, U.S.A. and Germany, and leaving 
£100,000 to his old College, Oriel College, Oxford, belonged to a group of 
statesmen who will live in the history of South Africa — Lord Milner, 
1854-1925 ; Jan Hendrik Hofmeyr, 1845- 1909 ; Sir L. S. Jameson, 1853- 
1917; General Louis Botha, 1852-1909; and Lord Selborne, High 
Commissioner of South Africa in 1907. Lord Milner, after being Under¬ 
secretary for Finance in Egypt (1890-92) and Chairman of the Board of 
Inland Revenue in London (1892-97), became High Commissioner of 
South Africa in 1897 and continued in office until 1905. Milner had a 
great and strong mind and saw, in a way few of his contemporaries did, 
the advantages of a political union of the South African States. It was 
he, too, who saw the undoubted advantages of a customs union, realised in 
J903, and of a imilied trans])nrt system, railways, harbours and j)orts.’ 
He saw% too, the advantages of a ])olicy for agriculture, for industry and 
for education. He had a peculiar genius for finance, as figures were 
“ real counters of thought to him and a balance sheet as lucid as a page 
of print ”, MilruT, in short, juepared the w ay for Selborne, his successor, 
w'ho w rote a M v7t\ora7}d'\nn on ihc Closer JJ7n07\ of the South African Colonies. 
After the Peace of Yereeniging, 31st May 1902, all four politu'.al divisions 
of South Africa were British colonies and in consequence their federation 

' “ Lord Milner liad also taken advantage of every opportunity to terminate or 
minimise the injurious competition between the various railway systems in South Africa 
for the tratle of the Kand. The railways of the Transvaal and the Orange River Colony 
were united under one inaiiagemont, the Intor-Colonial Council, administered as a joint 
concern ; and agreeimmts were concluded with the Capo and Natal Governments at the 
Railway Rales Conference of 1005. This movement of closer railway union contributed 
in no small waj'^ towards the attainment of political union ’’ (M. H. doKock, 77ic Economic 
Devclojirntni of South Africa, London, P. S, King & Son, 1936). 
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was rasie>r than hitherto). In 19()9 the National Convontion met, first in 
Durban and then in Capet4>wn, and had representative's of ail the South 
African colonies. The South Africa Act, 1909, iesiilt;('d and on lUst May 
1910, i.e. on the eighth anniversary of the Pi'ace of Vereeniging and 
thirty-three years after the Permissive Federation Act of 1877, the four 
colonies finally entered upon tlie complete union of the wide Dominion of 
to-day. 

The Act itself is of special interest to tlie student of Federal Firnuice. 
It differs from the Canadian and Australian Constitutions in that the 
Provinces of the Union have no written Constitution su])erior to ordinary 
law which guarantees their riglits, as in the cases of the Provint'CS of 
Canada and of the States of Australia. The Union Parliament c ould abolish 
the provincial system if or when it lik(*s. There is nothing in the Statute 
of Westminster applicable to the Union of Soutli Afru*a which guarantees 
the Constitution. It cannot, therefore, be said that the relationship of the 
Union Covernmeni to the Provinees is really federal in character. Two 
tilings seem clear in this conneKion. In the first placji^ the provincial 
system in the South Africa Acd, 1909, was, as it were, a sop to thos<' in 
favour of a federal form of government. In the' Ac't it is the unitary 
system that is really established. Secondly, tlie c.ontinuance of the 
provincial system at the' present time is to be explained as clue to fears still 
entertained in some parts of the Union, notably in Natal, of tlie domina¬ 
tion of the Union Parharaent and the Union Govi'rnment, rather than 
to any functions which the Provincial Govcnimonts perform. Direct 
taxation granted to the Provinces under scc’tion 85 (i) was withdrawn 
from them by Act No. 46 of 1925, amending the financial relations 
between the Union and the Provinces, as set out in the Financial Relations 
Act of 1913.^ From tlic first the Provinccis have relied on subsidies from 
the Union to a very large extent. In 1937, for example, 52 per cent of 
their total revenue was from subsidies (wc/c Table IV below) as compared 
with 8 per cent in Canada. For tliis reason more than any othc*r perhaps, 
the Provinces have not been genuinely self-governing. The Provinces and 
not Local Authorities are entrusted with elementary education, hospitals, 
poor relief, roads and bridges, racing, betting, game and fish preserva¬ 
tion. Under section 85 (vi) Provinces are also in charge of “ municipal 
institutions, divisional councils and other local institutions of a similar 
nature ”, and so tlui Provincial Government is of immediate concern even 
to a town council of the size of Johannesburg.^ On the other hand, 

^ Tliia Act waa modified by Acts No. 9 of 1917, No. 6 of 1920, No. 5 of 1921, No. f) 
of 1922, No. 21 of 1924, No. 46 of 192.5, No. 39 of 1927 and No. 50 of 1935. 

■ Cf. Maud, ('ily Governnievf, thf> J ohmntaburg hJTrpfrimpnl, Oxfuid, Clarendon Press, 
1938. 
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problems relating to native affairs, to the public health of the country as a 
whole, to defence, justice, higher and technical education, agriculture, 
commerce and industry, railways and harbours arc administered exclu¬ 
sively by the Union Government. The Union Parliament has “ full power 
to make laws for the peace, order and good government ” of South Africa 
under the South Africa Act. The financial powers of the Provinces are 
limited and they are, in effect, as the Provinces of Canada and the 
States of Australia are not, pensioners of the Union Government instead 
of sovereign Governments. The Municipalities differ from those in 
practically every other country of the world. In most countries it is usual 
for Municipalities to obtain grants for education, police, health and other 
purposes, and the grants are dependent on a satisfactory standard of 
performance by the Local Authority. In South Afric'a not only is the 
scope of Municipal Government limited but Local Authorities have 
practically no help or supervision from the Union or Provincial Govern¬ 
ments. The Municipalities, therefore, have been forced to finance them¬ 
selves by profits from public utilities (water, transport, electricity, etc.), 
and even on sewerage and sanitary services profit is frequently made. 
Only about half their annual revenue in 1937 was met by the taxation of 
property, as will be seen from Table IV below. Rating differs from the 
English model, as owners bear the whole burden, occupiers being exempt, 
and the rating power of Local Authorities is limited to an annual maximum 
by legislative enactment.^ The English method of assessment, the basis 
being annual rental value, is not followed in South Africa, where land and 
improvements are assessed separately on the capital or selling value in 
each case. Since education, poor relief and hospital administration do 
not fall definitely within the sphere of South African Municipalities, they 
do not generally provide for the social or cultural municipal life, although 
the bigger Municipalities have housing schemes to provide for the needs 
of the poorer classes, both European and native ; ^ nor do they make 
regular provision for poor relief. It is sometimes said that the urban 
native can relieve his own destitution by retiring to the rural areas 
reserved for native occupation or by relying on assistance from his 
family or friends. 

The financial provisions of the Constitution are contained in sections 
117 to 133 of the South Africa Act, 1909. A Consolidated Revenue Fund 
and a separate Railway and Harbour Fund were constituted under sec¬ 
tion 117 : “ All revenues, from whatever source arising, over which the 

^ Vide liatiiig Prot lamation (No. 38 of 1902). Maud, oj?. cii. p. 54. 

* Johannesburg, for example, has built the Orlando Native Township, and it has 
announced that it intends 8X>ending another million pounds or more on another big 
housing scheme to take the place of the oiio on the Pretoria Road. 
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several Colonies have at the establishment of the Union power of appro¬ 
priation, shall vest in the Governor-General-in-Council. There shall V)e 
formed a Railway and Harbour Fund, into which shall be paid all revenues 
raised or received by the Governor-General-in-Council from the adminis¬ 
tration of the railways, port.s and harbours, and such fund shall be 
appropriated by Parliament to the purposes of the railways, ports and 
harbours in the manner prescribed by this Act. There shall also be formed 
a Consolidated Revenue Fund, into which shall be paid all other revenues 
raised or received by the Govoriior-General-in-Council, and such fund shall 
be appropriated by Parliament for the purposes of the Union in the 
manner prescribed by this Act, and subject to the charges imposed there¬ 
by.” From the date of the Constitution of the Union, May 1909, until 
April 1913, when the Financial Relations Act came into force, the funds 
required by the Provinces were provided by grants from the Union 
Exchequer. The Act of 1913 transferred to the Provinces certain taxes 
and fees, e.g. totalisator taxes, fees (school and hospital fees), licences 
(dog licences, licences for game hunting, trading and professional 
licences), auction dues and other receipts connected with provincial 
matters as defined in section 85 of the South Africa Act. At first little 
use was made of these powers but later, with the growth of provincial 
expenditures, resort to them became indispensable. The proceeds of the 
transfer duty on fixed property, licences for the sale or supply of liquor 
and native pass fees are collected by the Union and assigned to the 
Provinces under the Financial Relations Act. These revenues arc, in the 
words of the Report of the Provincial Finances Commission, 1923, 
revenues over which the Provinces have no control and in regard to the 
levying of which the Provinces have no responsibility ”. These revenues 
are uncertain and, while encouraging expenditure in good years, they have 
caused, by their shrinkage in years of depression, great difficulties. The 
Financial Relations Act, 1913, based the amount of subsidy on the 
expenditure for any year — it was to be one-half of such expenditure — 
but if the expenditure for any year exceeded the expenditure of the 
previous year by more than per cent, that Province was to get one- 
third instead of one-half of that excess as subsidy. A special subsidy of 
£100,000 per annum was granted to Natal and the Orange Free State, as 
they were less favourably placed than the other two Provinces. The 
expenditure of Local bodies within a Province ranked as ordinary expendi¬ 
ture of the Province itself. This provision was necessitated by the 
predominance of Local expenditure in the Cape Province. The Provinces 
were also permitted to include the annual interest and debt redemption 
payments as part of their ordinary expenditure for the assessment. 
Owing to the increase in expenditures mainly on education, roads, hospitals 



158 FEDERAL FINANCE IN PEACE AND WAR ft. i 

and poor relief, the Provinces were given in 1917 additional powers to 
raise taxation in respect of licences for places of amusement, and an increase 
■of 15 per cent was permitted in the assessment of the subsidy for educa¬ 
tion, the largest item, and 5 per cent for other expenditures. In the 
post-war crisis of 1921 the cutting-down of subsidies led Provincial 
Governments to resort to their powers of taxation, but this met with 
opposition from their legislatures and the deficits were met largely by 
borrowing. In 1922 the Baxter Provincial Finances Commission was 
appointed to report on the whole system of financial relations of the 
Provinces with the Union. In its Report the Commission recommended 
a new basis for subsidies, viz. by reference to the number of pupils in 
average attendance. It also suggested somewhat radical changes in 
taxation which were adopted in the Provincial Subsidies and Taxation 
Powers Amendment Act, 1925. This Act withdrew from the Provinces 
the general power of direct taxation, derived under section 85 (i) of the 
South Africa Act, 1909, as direct taxation on the part of the Provinces 
had given rise to a large number of cases on the validity of the taxing 
ordinances read in the light of the Constitution. The Provinces were given 
the power under the Act to raise taxes on vehicles, including motor 
vehicles ; a wheel tax ; an amusements tax ; taxes on persons other than 
companies and on the incomes of persons other than companies, subject to 
certain limits ; a tax on companies other than njutual life insurance com¬ 
panies ; a tax on the ownership of injmovable property ; the taxation of 
racing and betting and the dissemination of betting information ; licences 
including (1) licences for dogs outside urban areas, (2) licences to own or 
drive any motor and other mechanical vehicles, (3) licences on the importa¬ 
tion for sale within the province of goods from beyond the borders of the 
Union. Licences in respect of trade, professions and occupations were 
taken over by the Union Government but the proceeds were transferred to 
the Provinces together with the proceeds of transfer duty, liquor licences 
and native pass fees. Under Act 17 of 1938 the Provincial Governments 
may authorise the carrying-out of professions and callings without payment 
and are then reimbursed by the Union Government for the loss of such 
revenue. Under Act 33 of 1939 the Cape Provincial Administration 
is paid an annual subsidy of £K)(),000 in lieu of importers’ licences. A 
Consultative Committee consisling of the Administrator and the Executive 
Committee of each of the four Provinces was appointed under Act No. 50 
of 1935 as a result of the Roos Provincial Finance Commission which 
reported in 1934.^ The Minister of the Interior is the permanent President. 
The Committee meets to discuss matters common to the Provinces. The 
Act of 1935 also provided that the outstanding capital loans made to the 

1 U.G. No, 46, 1934. 
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provinces prior to the Ist April 19/i5 to meet deficits on revenue account 
were, together with interest charges upon these loans, assumed by the 
Union Government. As the annual subsidy to Natal was increased from 
£75,000 to £125,000, the Provincial Council of Natal could pay to the city 
of Pietermaritzburg compensation for the loss of prosperity through its 
having ceased to be a seat of Government. By the National Roads Act ^ 
the Provincial taxpayer was given considerable relief, as the National 
Road Board took over the payment of interest and redemption charges 
on loans raised prior to 1st April 1935. The National Road Board votes the 
grants for the construction, repair and maintenance of roads payabb^ to 
the Provinces whose duty it is to carry out this work in accordance with 
plans approved by the Board. This is interesting as yet another indication 
of the control of the Centre over the units in the sphere of public finance. 

III. Government Revenues and Expenditures 

The following table, which is in two parts, shows the increase in 
Government expenditures and revenues in the Union of South Africa : ^ 


TABLE I 

Govcrnment Expenditures and Revenues in Soutu Afrk v* 
(£ millions) 



lOlll-l t 

1 

11)21 22 

11)2(1-27 

U):i() .11 

1 

1 

1_ 

1 

U)17 ;1H 

l')l()-4l 

1 

Pi riL'iiliiKi’ 

Inin as.i‘, 

11)40 ijvei ~ 

ll)i;{ 14 1 U)‘i7 "‘IH j 

A. Expfruliturfii ■ 
Union . 

11 

21 , 

1 

22 ' 

' 24 

33 ' 

"1 

05 1 

491 

1 07 

Provincial 

3 

1 

10 

12 

17 


.53:3 

8 

Total 

14 

1 30 

32 

1 30 

.50 

--'-i 

500 

OH 

B. MeLenuis \ 

Union . . i 

13 

24 1 

29 

1 29 1 

44 

.5.5 

323 

25 

Provincial 

J 


1 4 

1 

8 

9 

800 

13 

Total 


1 28 

1 33 

34 

52 

64 

1 

357 

1 J 

23 



Emanrial yiars bi'KiiiinnK 1st Apiil. 





If we take tlii' national income of South Africa and express the Union, 
Provincial and Municipal revenues and the total Union expenditures from 
revenue and from loan as a percentage of it, wc find that South Africa, 
as compared with the United States, Canada and Australia, is in a favour¬ 
able position from the viewpoint of the burden of taxation. The national 


1 No. 42 of 1935. 


‘ Municipal data are not available. 
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income estimates are those of Professor Frankel and his collaborators.^ 
They were quoted by Mr. J. H. Hofmeyr, Minister of Finance, in presenting 
his Budget to the House of Assembly on 25th February 1942, when he 
stated that “ Hard though the saying may appear to be to those who are 
smarting under the increased burdens imposed in recent years, this country 
is still, by comparison with others, lightly taxed The estimates for 
1940-41, 1941-42 and 1942-43 are our own and are based on Professor 
Frankel’s estimate after allowing for the increase in prices and assuming 
that the increase in production was not less than the increase between 
1939-40 and 1940-41, a safe estimate. The data are given in the following 
table : 


TABLE 11 

(government Revenues and Expenditures expressed in I'erms of the 
National Income 




1940-41 

1941-12 

1942-43 

1. Mevtnuea (£ imUions) : 

Union ..... 

40 

55 

80 

88 

Provincial ..... 

8 

8 

8 

8 

Municipal ..... 

10 

10 

10 

10 

Total .... 

58 

73 

98 

106 

2. Unioti E Xpend lime (£ millions) : 





From revt‘niu‘ .... 

35 

65 

75 

88 

From loan ..... 

19 

47 

54 

52 

Total .... 

1 

54 

112 

129 

140 

3. NuHotkiI Income (£ millions) 

370 

470 

510 

550 

4. Perceniaije of iht National Income : 





(a) Revenues .... 

16 

16 

19 

19 

(?j) Union Expenditiircs : 

1 i. Expenditures from revenue 

9 

14 

15 

16 

ii. Lonii expendilur(*s 

5 

10 

10 

9 

iii. Total .... 

14 

24 

25 

25 

iv. Defence only 

1 

10 

14 

1 


Note.- Fur tlir >i‘ars 1U41 42 and J'J42-4:i it Ini'* burn usHiiuiril that provinrial ami imiiiicipal 
rxprmhturrs luive imt intTro-Hrcl ami air appruxiinatrly the same as in Ji)4()-4J. Piuvinrial revenue 
tl(|iire^ excliuie all grauU^ ami Hiilisidies. 


^ These figures refer to revenues collected by, not to those available to, the various 
Governments. 
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The percentages in the table opposite are particularly striking when 
compared with those of other Federal Governments. War expenditure, 
it may be noted, was 10 per cent of the national income in 1940-41 as 
compared with 15 per cent in Canada and 40 per cent in Great Britain. 
In 1942-43 the percentage in the Union of South Africa is 15 per cent and 
in Canada over 40 per cent (including gifts to the United Kingdom). 

It will aid the understanding of the tables below if the distribution of 
the national income is remembered. The following figures are for the 
year July 1938 to June 1939 (the figures in brackets are for the corre¬ 
sponding period of 1940-41); they are in millions of pounds. Mining 
81*5 (100) ; manufactures 69-7 (85) ; commerce 53-8 (60) ; farming 50-0 
(60) ; railways 23-9 (27) ; defence 0-0 (24) ; Central Government 17-5 
(17) ; Provincial Government 15-0 (15) ; Local Government 8-0 (8) ; 
education, professions, etc. 12-4 (12) ; rent 27-3 (28) ; others 35-7 (36) — 
total 394-8 (472). The details of the national income were as follows ; 
available for consumption 316-2 (367) ; net investment 56-8 (31) ; 
dividends and interest paid abroad 20-0 (19) ; war expenditure 1-8 (55). 
Note the importance of mining and then of manufactures as compared 
with the place taken by agriculture, which, as has been observed above, 
is subsidised. The increase in war expenditure by £53 millions, the 
decrease in net investment by £25 millions and the increase in the income 
available for spending by 10 per cent after allowing for war expenditure, 
are noteworthy. 

Tables III and IV summarise overleaf the revenues of South Africa 
for the Union, Provinces and iVluni(*ipalities in four main groups for the 
pre-rearmament year 1937-38. 

It is sometimes said that it is difiicnlt to discuss as anvhole the tax 
structure of a Federal system in which a large j)roi>ortion of the total 
governmental revenues and expenditures are j)rovincial and local. The inci¬ 
dence of taxation, the services provided by the various Governments and 
the transfer expenditures are problems particularly (complicated in such cir¬ 
cumstances. Such a difficulty docs not arise in the ITnion of South Africa 
as the Centre predominates to an unusual degree. The revenues collected 
by the Union in 1937 38 were as much as 66 per cent of the revenues of 
all Governments as compared with only 17 per cent in the case of the 
Provinces (excluding subsidies from the Union Government) and 17 per 
cent in that of Municipalities (revenues available to the Union, Provinces 
and Municipalities were n^spectively 55, 28 and 17 per cent of the total). 
Moreover, subsidies from the Union to Provincial Governments play a 
much greater part in Provincial revenues than is the case in any of the 
other Federal systems studied. 

The system as a whole has certain well-defined characteristics. In the 

M 
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TABLE ni 

The Revenue System of Soutu Africa, All Governments, 1937-38 

(£ thousands) 



Union 

Prt)vincial 

Municipal 

Total 

Group I. Mainly Proyreasioe Taxes : 
Income taxes on individuals 

1,5301 

1,180“ 


2,710 

Supertax on individuals 

2,1031 

a 


2,103 

Estate and succession duties 

1,038 



1,038 

Native taxes and pass fees 

629 

604 


1,233 

Total, Group I . . . 

5,300 

1,784 


7,084 

CjJroup 11. Taxes on Property : 





Taxes on land and buildings 

15 

936 

4,728 

5,679 

Government property and estate 

320 


624 

944 

Total, Group II . 

335 

936 

5,352 

6,623 

Group III. Taxes on Business . 





Mining revenue (mainly income tax) . 

10,190 



10,190 

Income taxes on non-mining companies 

3,046 1 

749 


3,795 

Stamp duties and other taxes . 

1,496 

695 


2,191 

Total, Group 111 . 

14,732 

1,444 


16,176 

Group IV. Mainly Consu7npiion Taxes : 
Customs ..... 

10,678 



10,678 

Excise ..... 

"X 9 I 2 



2,912 

Other Similar Taxes and Licences 

Motor vehicle licences 


2,137 


2,137 

Other licences .... 


165 


165 

Entertainment and racing 


741 


741 

Other taxes .... 


118 


117 

Sub-total, Other Taxes and Licences 


3,161 


3,160 

Revenues from public utilities and ser¬ 
vices (net) .... 

1,555* 


2,859 

4,414 

Miscellaneous .... 

4,114^ 

908 

2,198 

7,220 

Total, Group IV . 

19,259 

4,069 

5,057 

28,384 

Grants and subsidies 


8,955“ 


8,955 

Grand Total .... 

39,626 

17,188 

10,409 

67,222 

Leas duplications .... 

6,791 ’ 



6,791 

Net Total ..... 

32,835 

17,188 

10,409 

60,431 







* Ai)proximatf flffure obtaiiunl bv ilivnlinK up tohil rollections in propurtion to aa^eHSinPiits 

* Iiirludea supertax. ■ Iiieliided under mcoine taxes. 

* Posts, teleRraphs and telepbunes. » Of tins, £2,459,000 interest. 

* Union Government subsidies £0,319,000 

Grant: South Africa Native Trust 817,000 

„ National Road Fund . . 1,809,000 

„ Other ..... 10,000 

£8,955,000 

’ Subsidies to the Provinces and Interest on loans made to the Provinces. 
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TABLE IV 

The Revenue System op South Africa, All Governments, 1937-38 
(Percentage distribution) 


Group I. Mainly Progressive Taxes : 
Income taxes on individuals 
Supertax on individuals 
Estate and succession duties . 

Native taxes and pass fees 

Total, Group I . . . 

Group II. Taxes on Property : 

Taxes on land and buildings 
Government property and estate 
Total, Group II . 

Group III. Taxes on Business : 

Mining revenue (mainly income tax) . 
Income taxes on non-mining companies 
Stamp duties and other taxes . 

Total, Group III . 

Group IV. Mainly Consumption Taxes : 
Customs ..... 

Excise ..... 

Other Similar Taxes and Licfnca : 

Motor vehicle licences 

Other licences .... 

Entertainment and racing 

Other taxes .... 

Sub-total, Other Taxes and Licences 

Revenues from public utilities and ser¬ 
vices (net) .... 

Miscellaneous .... 

Total, Group IV . 

Grants and subsidies 
Grand Total .... 
Less duplications .... 
Net Total ..... 


PcrrcntaRi’i Shftro of earh Pcri’ciUAae DistrlbuMon 
Government In Total of oarh GovcrniiU’iil'a 

Revenues R^'veiuu's 


a 

o 

'S 

is 

"o 

a 

•r 

o 

1 

S 

'3 

s 

5 

o 

1 - 

a 

o 

p 

.2 

p 

0 

1 

S 

a 

- 

5 

o 


£ 

S 

H 

p 



H 

66 

44 


100 

4 

7 


4 

100 

1 


100 

5 

1 


3 

100 



100 

2 



I ^ 

51 

49 


KHI 

2 

3 


1 

75 

25 


KM) 

13 

10 


11 


17 

83 

100 


5 

45 

9 

34 


66 

100 

1 


6 

2 

5 

14 

81 

100 

1 

5 

51 

11 

100 



100 

25 



17 

80 

20 


100 

8 

4 


6 

68 

32 


100 

4 

5 


4 

91 

9 


100 

37 

9 


27 

100 



100 

27 



18 

100 



100 

7 



5 


100 


100 


12 


4 


100 


100 


1 




100 


100 


4 


1 


100 


100 


1 



•• 

100 

- 

100 


18 


5 

35 


65 

100 

4 


28 

7 

57 

13 

30 

100 

11 

5 

21 

12 

68 

14 

18 

100 

49 

24 

49 

47 


100 


100 


62 


15 

59 

26 

15 

100 

100 

100 

100 

111 

100 



100 

17 



11 

55 

28 

"" 

17 

100 

83 

100 

100 

100 


* Included under income taxes. 
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first place, it is neither highly progressive nor highly regressive, although 
it tends to the regression inherent in consumption taxation. Progressive 
taxes (all Governments) are 11 per cent and consumption taxes 47 per 
cent of the total revenues. The income tax is not steeply progressive as 
it is, for example, in Canada, and the exemption limits compare very 
favourably with those in many other Federal Governments. It is only to 
this 11 per cent that the principles of progression were applied in 1937-38 
to redress the regression. At the same time, the high taxation of mining 
(especially gold mining) is on surplus as is the income tax on individuals, 
and in this respect is not on costs like indirect taxes. In 1937-38 
37 per cent of the Union’s revenue was from business taxation and 25 per 
cent was from mining. It may be argued that the South African system 
has some degree of balance, although regression is noticeable. Again, 
the South African system has also the characteristic of efficiency, not 
merely in its narrower sense of collecting existing taxes with economy but 
also in its wider sense in collecting a given amount of revenue with the 
least burden on the national income. There are not the divided juris¬ 
dictions, the duplicated taxation machinery and lack of uniformity that 
are to be found in some other Federal systems, especially in the United 
States, Canada and Australia. Lastly, the position of Municipalities in 
the tax systems is exceptional. The Municipalities do not have to 
finance, as is customary elsewhere in Federal systems, education, hos¬ 
pitals and poor relief, and therefore their scope is limited. Their sources 
of revenue are from rates and to an unusual degree from the net profits of 
public utilities such as the provision of gas, electricity, water, buses and 
tramways. 

The total expenditures amounted to 15 per cent of the national income. 
The data exclude loan expenditures and those of the railways and har¬ 
bours, which are self-sup})orting and separated from the Consolidated Fund 
under the South Africa Act. Expressing expenditures as a percentage of 
the national income does not give a reliable index of the burden of govern¬ 
ment, especially in comparison with other countries, unless accompanied 
by an analysis of expenditures. Some expenditures are on the primary 
functions of government, e.g. administration and defence. Others are on 
the social services, such as education, unemployment relief and public 
health. There is also the important group of developmental expenditures 
including transportation, which in the case of South Africa is of consider¬ 
able importance. Expenditures may also be classified into collective 
services and transfer expenditures. To the former group belong most 
expenditures on primary functions and such expenditures on secondary 
functions as education and developmental expenditures including trans¬ 
portation. In 1937-38 non-transfer expenditures amounted to £40 
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TABLE V 

Public Expenditures from Revenue in South Africa, All Governments, 

1937-38 


(£ tlioiisaiida) 



Unitm 

Pnivinciiil 

Municipal 

Total 

1 1. Primary Fund ions : 




1 

1 Legislation, administration and just ire 

r»,8t)8 

458 

1,154 

7,480 

Defence ..... 

1,788 



1,788 1 

Pensions ..... 

2,t)3ti 

. .1 

226 

2,862 1 

Debt services “ . 

5,348 

(►7.7 

4,181 

10,202 

Total, Primary Functions . 

15,1)40 

1.1.71 

5,561 

22,332 

2. Secotidary Functionfi : 





(1) Social Services : 





Education .... 

1,351) 

9,611 


10,967 

Unemployment expenditure . 

313 



313 

Old-age pensions 

2,050 



2,050 

Blind persons’ pensions 

75 



75 

Other public welfare 

2,342 

1,515 

903 

4,760 

Sub-total, Social Services . 

(),13() 

11,126 

903 

18,165 

(2) Develo'pmental : 

1 

1 




Lands and agriculture 

1 3,713 



3,713 

Commerce and industry 

' 280 



280 

Mining ..... 

550 



550 

Native atfairs .... 

850^ 



850 

1 Pubbe works, roads and bridges 

1,314 

4,385 

1,768 

7,467 

Sub-total, Developmental . 

0,707 

4,385 

1,768 

12,860 

1 

(3) Miscellaneous 

501 

930 

1,183 

2,614 

Total, Secondary biinetions 

13,344 

16,441 

3,854 

33,639 

Grant.s and subsidies 

6,315 



6,315 

Grand Total .... 

35,299 

17,572 

9,415 

62,286 

I Less duplications .... 

(i,787 ' 



«,787 

Net Total ..... 

1 

28,512 

17,572 

9,415 

56,4!t9 


‘ Nu sc'paiatc ilKuri'S art' givuii in llu* OttuMal Year Jliink uf Ihi* Union of SouUi Africa. 

^ Include'') rcdemijtion and nllur pavinents as well as mtercat. 

® Includea public healtli and beneftta on account of inuicrH’ phtlnsis. 

‘ IncludcH Mianl of £1140,UOO to Soiitb African Native Tiiiat. 

‘ Union HubsnlicH to Provinces and Interest paid to Union Uoverninent on loans to Provincial 
administrations. 

Note .—Expcnditiiies on public utilities have been deducted from the correspondiiiK revenues in 
arriving at the net figures in Tables Ill and IV. 

millions, or 73 per cent of the total, or the equivalent of 11 per cent of the 
national income. Transfer expenditures (pensions, relief and other public 
welfare and interest on unproductive debt, i.e. debt that does not produce 
its own interest) were £15 millions, or 27 per cent of the total, or the 
equivalent of 4 per cent of the national income. Transfer expenditures 
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TABLE VI 

PuBuc Expenditures from Revenue in South Africa, All Governments, 

1937-38 


(Percentage distribution) 


" 

PiTcentagp Share of eaeh 

PereentaRe Dlntributlon 


(jrovemnient in Total 

of each Government’s 



Expenditures 



Expenditures 




*3 

■3 

p. 



1 1 



0 

o 

1 '2 

a 

o 

"o 

‘2 

3 


a 

.2 

‘2 

’2 

3 

0 



PS 

S 

H 


PS Sft 

H 

1 . Primary Functions : 








Legislation, adminiatration and juatiee 

79 

6 

15 

100 

17 

2 12 

14 

Defence ..... 

100 



100 

5 


3 

Pensions ..... 

92 

1 

8 

100 

7 

. .1 3 

5 

Debt services .... 

52 

7 

41 

100 

15 

4 44 

18 

Total, Primary Functions . 

70 

6 

25 

100 

44 

6 59 

40 

2. Secondary Furwtions : 








(1) Social Services : 








Education .... 

12 

88 


100 

4 

55 

20 

Unemployment expenditure . 

100 



100 

1 


1 

Old-age pensions 

100 



100 

6 


4 

Blind persons’ penaions 

100 



100 




Other public welfare 

49 

32 

19 

100 

6 

8 10 

8 

Sub-total, Social Services . 

34 

61 

5 

100 

17 

63 10 

33 

(2) Developmental: 







1 

Lands and agriculture 

100 



100 

10 


I 7 1 

Commerce and industr} 

100 



100 

1 


1 

Mining ..... 

100 



100 

2 


1 

Native affairs .... 

100 



100 

2 


2 

Public works, roads and bridges 

17 

59 

24 

100 

4 

25 19 

12 ! 

Sub-total, Developmental . 

52 

34 

14 

100 

19 

25 19 

23 1 

(3) Miscellaneous 

19 

36 

45 

100 

2 

6 12 

5 

Total, Secondary Functions 

40 

49 

11 

100 

38 

94 41 

61 

Grants and subsidies 

100 



100 

18 


11 

Ghani) Total .... 

57 

28 

15 

100 

100 

100 100 

112 

Ia^ss duplications .... 

100 



100 

19 



Net Total ..... 

51 

32 

17 

100 

81 

100 100 

100 


* Ni) Moparate llnure'^ are Riven in the Olticial Year Rook of the Union of Soutli Africa. 

are comparatively small because of the small importance of unemployment 
relief. 

The expenditures on the traditional “ primary functions ” of Govern¬ 
ments, i.e. on legislation, administration and justice, defence, pensions 
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and debt charges accounted for 40 per cent of total public expenditures in 
the Union of South Africa. Law and police and defence are expenditures 
of the Union and not of Provincial and Municipal Governments (except 
for Municipal expenditures on police in Cape Province, Natal and the 
Transvaal). Debt charges arc not high, 18 per cent for all Governments 
as compared with, for example, 27 per cent in Canada. Defence in 1937-38 
was 5 per cent of the Union expenditure and 3 per cent of all governmental 
expenditures. Since the outbreak of war it has increased by leaps and 
bounds, the expenditure from revenue alone rising to 38 per cent in 1940- 
1941, 39 per cent in 1941-42 and 46 per cent in 1942-43. If loan expendi¬ 
tures were also included, the total cost of defence expressed as a per¬ 
centage of the total expenditures would be as follows : 1937-38 4 per 
cent, 1939-40 8 per cent, 1940-41 42 per cent, 1941-42 55 per cent, 1942- 
1943 57 per cent. 

Expenditures on education amounted in 1937 to 20 per cent of total 
expenditures. The Union is responsible for higher education, i.e. that 
above matriculation standard, including grants to universities and for 
agricultural education, research stations and the like. It spent £1-4 
millions, or 4 per cent of its expenditure, on this, or 12 per cent of the total 
expenditure by Governments on education. Provincial Governments 
(which are entrusted with elementary and secondary education) spent 
£9-6 millions, or 55 per cent of their expenditures, or 88 per cent of the 
total expenditures by Governments on education. 

European education is mainly State education, i.e. administered and 
financed by the State, private or local effort being very small. Non- 
European education, on the other hand, is only State-aided, i.e. partly 
supported and controlled by Missionary enterprise. The development of 
education in recent decades is set out in Table 18 in Part III of the 
Enquiry. It shows since Union a great increase in all branches of education. 
The percentage of pupils in post-primary European education has gone 
up from 11 per cent at the time of Union to 20 per cent in 1937, and the 
State has increased its expenditure from £9 65 to £24*66 per annum per 
pupil. Native education, on the other hand, has also considerably increased 
although the percentage of natives enjoying education is still small, 6 per 
cent in 1937 as compared with 20 per cent for Europeans. Only 2 per cent 
of native pupils receive some sort of post-primary education as compared 
with ten times that figure for Europeans. In 1937 the State spent nearly 
twelve times as much per pupil, and something like forty times as much 
per head of the population, on European as compared with native educa¬ 
tion. But it must be remembered that the discrepancy in education given 
is less than this because of the expenditure from Mission funds. At the 
same time, differences in the standard of living between Europeans and 
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natives is very great, and this has to be remembered in comparing expendi¬ 
ture. It does not, however, entirely explain the great contrast between 
European and non-European education. The main expenditures of the 
Provinces are on education — 55 per cent of the total in 1937-38. Public 
works, chiefly roads and buildings, accounted for 25 per cent in the same 
year. 

In Municipal expenditure the chief item is the debt charges,^ which in 
1937-38 amounted to 44 per cent of the total expenditures. This debt 
was incurred mainly for developmental items such as gas and electricity. 
This is seen in the following table : 

TABLE VII 


(^APiTAL Expenihtuhes of Mitnicipalities in 1937 
(£ thoii.sands) 



( ape (if 
(looii H(ipi* 

Natal 

Transv.ial 

Oraiigi' 

I ree Stale 

Union 

Roads and bridges 

586 

129 

694 

42 

1451 

Public health . 

201 

80 

476 

4 

761 

Electricity supply 

1260 

157 

1087 

118 

2622 

Water supply . 

432 

116 

256 

29 

833 

Properties 

410 

52 

2259 

33 

2754 

Other 

390 

483 

539 

41 

1463 

Total 

3279 

1017 

1 

5311 

267 

9874 


We have seen that 06 per cent of the revenues of all Governments are 
collected by the Union itself. In relation to the Provinces — Cape of 
Good Hope, Natal, Transvaal and Orange Free State — this is significant. 
In the first place, the main sources of income that would cause inequalities 
in Provincial revenues, c.g. mining revenues, are not allowed to remain 
with the Provinces or the Municipalities. Secondly, the subsidies amount 
to 52 per cent of the Provincial income, the subsidies themselves being 
based on an objective basis, viz. educational needs. There is, therefore, a 
greater uniformity of treatment by all Governments in regard to South 
Africans than is perhaps usual in other Federations. Railway policy, too, 
Hubsidis(\s agriculture by freight rates, and therefore inequalities that 
would arise among diflerent areas are ironed out. 

^ The figures for debt charges in Tables V and VI include redemption and other pay¬ 
ments as well as intprost. This should be borne in mind when comparing them with the 
corresponding figures in other chapters of this Enquiry, of which only the Australian 
ones include all these items. 
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IV. The Public Debt 

The public debt of South Africa has bern incurred, as elsewhere, to 
meet the cost of public works and also emergencies and temporary deficits. 
If productive debt is taken to mean self-supporting debt which pays its 
full interest and amortisation charges directly, then a large part of the 
debt, 61 per cent of the debt in 1939, may be regarded as productive — - 
e.g. the debt on railways and harbours and posts and telegraphs. The debt 
incurred by Municipalities for public utilities would be, to a large extent, 
also classified as productive. The South African railways and harbours, 
for example, in the year ended 31st March 1942, produced a surplus of 
over £6 millions which was allocated to the reduction of interest-bearing 
capital (£2 millions), a special contribution to the renewals fund (£1 
million) and a credit tf' the rates equalisation fund (£2-4 millions). The 
remainder went to reduce the deficiency in the pension and superannuation 
fund (£0-5 million) and as a contribution to the railway institute fund (£0*1 
million). Part of the public debt which is not directly self-supporting is 
represented by tangible and useful assets which increase the productive 
power and therefore the taxable capacity of the Union. The unproductive 
debts include also the dead-weiglit debts representing deficits or bad 
investments. A large part of the total debt incurred for expcndituie on 
unproductive works has from time to time been paid ofi, and is, therefore, 
not reflected in the present unproductive debt of the Union. A feature 
of the debt is the proportion payable in foreign currencies ; 36 per cent 
of the Union debt is of this nature. In recent years, as will be seen from 
Table 19 in Part III, there has been a reduction in this debt. It should 
be remembered that with exchange control as a weapon of Central Bank 
and national economic policy all commitments should be under the control 
of one body. In the Union of South Africa under section 124 of the South 
Africa Act, the Union took ove^r the debts of the four Provinces and also 
(under sections 121-3) all cash, securities, crown lands, public works, 
movable and immovable property and all rights in mines and minerals. 
Since that date the Provinces borrow only from the Union Government 
and compete with each other following a procedure similar to that in 
Australia. 

It wdll be seen from the table overleaf (VIII) that the greater part 
of the public debt of the Union of South Africa in 1939 was productive. 
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TABLE VIII 

The Public Debt of the Union of South Africa, 1910 and 1939 



£ milllonB 

Per Cent * 


1010 

19.39 

1910 

1939 1 

I. Prodmiivt Debt : 

Railways and Harbours . 

74 

144 

64 

1 

1 

52 

Telegraphs and Telephones 

1 

12 

1 

4 

Posts and Telegraphs and other 


16 

1 

5 

Total, Productive Debt 

76 

172 

66 

61 

II. Unproditctive Debt : 

1 Loans to Provincial administrations and 

Local authorities 

4 

18 

3 

6 

Universities and colleges . 

1 

2 

1 

1 

Public works and buildings 

1 

17 

1 

6 

War and defence .... 

10 

40 

9 

14 

Other ..... 

22 

30 

20 

12 

Total, Unproductive Debt . 

38 

107 

34 

39 

1 

Grand Total .... 

114 

279 

100 

100 

Interest self-producing or productive 

3 

7 

60 

63 

Interest to be met out of taxation 

2 

4 

40 

37 1 

1 Total ..... 

5 

11 

100 

100 


The spread of the debt between the Union, Provinces and Municipal¬ 
ities is seen in the following table ; 


TABLE IX 

Debts of All Governments in 1939 
(£ millions) 


Union 

ProvinDPS 

Municipalities 

Total 

279 

(U)> 

60 

339 

1 


Peri’enl^igps 


82 

(4)> 

18 

100 ' 


' ProAincial debt ia borrowed from the Union. 


The outstanding features of the public debt may be summarised thus : 
(1) The public debt is increasing with the development of the Union. 
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With the increased costs of Governments — the Union, Provinces and 
Municipalities — due mainly to the great extension of governmental 
activity, this growth is unavoidable. 

(2) The net increase in public debt is net greater than the amount of 
interest received by the Governments. 

(3) The decrease in the external debt. 

(4) The greater part of the public debt of the Union is productive. In 
1939 only about 37 per cent of the interest payable in respect of the gross 
public debt was the cost of serving unproductive debts, accumulated 
deficits and war expenditures, and may be regarded as a burden. 

(5) The wisdom of making provinces borrow from the Union, thus 
preventing borrowing of a dead-weight character. 

The conclusion which we come to is that the public debt of the Union 
is on a firm basis. 


V. The South African Tax Structure as affected by the War 

Compared with the other Federations, there was not much unemploy¬ 
ment in South Africa at the outbreak of war, nor does there appear to 
have been much capital equipment standing idle. Not many plants were 
closed down or working short time. 

Only the supply of food was in a different position — great surpluses 
of foodstuffs had been dumped abroad for years in consequence of the 
great subsidies to farmers, and food consumption consequently could be 
increased as a result of increased employment without causing a rise in 
the demand for men and materials for food production. 

In South Africa, Government interference in production, outside of its 
control of the armed forces and of a few munition plants, has been small. 
It was only in 1942 that the Union was swinging over to a controlled 
economy. The latest development can be seen at a glance in the table 
overleaf. 

In the year 1940-41 the South African expenditure for war purposes 
was £56 millions. For 1941-42 it was £72 millions and for 1942-43 it was 
estimated at £80 millions. In the financial year 1939-40 of the total 
Government expenditure of £132 millions (compared with £58 millions ^ in 
1937-38), £56 millions was for defence and £56 millions was on loan 
account (compared with £19 millions in 1937-38). In addition, loans 
amounting to £84 millions were paid off. Since then more of South 
Africa’s sterling debt has been repatriated ; e.g. £40 millions of stock were 
covered by a British Treasury vesting order made in December 1942. 


^ Including gross expenditure on Posts and Telegraphs (£4 millions). 
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TABLE X 


Wab Budget Figures, 1941-42 and 1942^3 


1041-42 



Revised estimate of revenue . 

Revised estimate of expenditure 


£79,533,000 

73,800,000 

1940-41 surplus carried forward 


£5,733,000 

494,493 

. 

Estimated surplus at Slst March 1942 

Of which to be transferred to loan account 


£6,227,493 

6 ,000,000 

Leaving a net balance to be carried forward to 1942^3 of 

£227,493 

1042-43 



Estimate of Expenditure .... 
Estimate of revenue on existing basis of taxal ion 
Plus balance carried forward from 1941 -42 

1 

£78,643,000 

227,493 

£88,306,170 

78,870,493 

Leaving a shortfall of ... . 

Which was to be met as follows : 

Additional customs and excise duties on 
tobacco and petrol .... 
Additional death duties 

Increase of gold mines special contrii)ution 
from 16 to 20 per cent 

Trade Profits Special Levy 

Tax on individuals 

Surcharge on income tax 

Land sales profit lax . 

£1,570,000 

75,000 

1,640,000 

4,000,000 

640,000 

910,000 

450,000 

£9,495,677 

’ 9,285,000 



Leaving an estimated deficit at 31 si March 
1943 .‘ 


1 £210,677 


This means that in return for floods received in the past South Africa 
supplies "oods now, whether ^old Or other commodities, and thus far eases 
the strain on British finances, as Ion" as Britain wants and can use South 
African gold. 

Thus, up to 1942 the major part of South Africa’s war effort had so 
far been financed by loans. This was in marked contrast to Great 
Britain and the other Dominions, where, though large sums were raised 
by loans, taxation was in these years very heavy. 

South African taxation was very light, and apart from increased 
taxation of the gold mines and normal income tax, the other tax increases 
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have not made a serious difference to the weight of taxation. For it 
should be remembered that income tax rates before the war were very 
low in South Africa, and even a substantial percentage increase in the 
rates does not, therefore, mean that the absolute burden is great. 

There are signs, however, that this state of affairs is going to change. 
In the year 1941-42 the buoyancy of the revenue was such that a surplus 
of more than £6 millions arose. This was used in reduction of loans. This 
means, in effect, that in 1941-42 one-half of the war expenditure of £72 
millions had been paid out of revenue funds, whereas it was originally 
intended to pay £29 millions, or 40 per cent, from revenue and £43 millions, 
or 60 per cent, from loan. In 1942-43 a war expenditure of £80 millions 
was budgeted for to be paid half from revenue and half from loan, though 
this figure is likely to be exceeded. 

The increased burden is being met by a great increase in taxation. 

In Part III will be found further detailed tables of revenue and expendi¬ 
ture. The data are interesting because they show how, in order to meet 
expenditure connected with the war, taxation has been increased, notably 
in three directions, viz. in progressive taxation (personal income taxes and 
succession duties), in the taxation of companies (especially gold mines) 
and in consumption taxes. The requirements of the Union are now so 
great that the tax burden has to be widespread, and this has meant a 
judicious mixture as in the past of direct and indirect taxes, with the 
modern bias towards progressive taxes and the taxation of surplus. The 
present financial policy of the Union also attempts to draw off, in Mr. 
Hofmeyr’s own words, “ as much as we can of the actual surplus of 
purchasing power. That can be done by taxation and by certain types 
of borrowing. As far as borrowing is concerned, we have taken a definitely 
anti-inflationary step by using money borrowed in South Africa to cancel 
the repatriated stock held by the Reserve Bank. Moreover, we have, 
through the thrift movement, promoted volunUary savings with, as I 
have indicated, a considerable measure of success. But we have not done 
enough. There are far too many people who have not responded to the 
appeal to spend less and save more. There is still far too much money 
which is being spent lightly and unthinkingly without regard to the 
interests of the e.ommunity as a whole. The time would seem to have 
come to consider the use of compulsory savings as a means of drawing off 
the surplus to which I have referred. The third method is taxation.” ^ 

War taxation in the Union has been on the whole well distributed. 
The total expenditure has risen steeply since 1939, until in 1942-43 on 
Revenue and Loan Accounts it reached £140 millions, of which £88,366,000 

^ Budget Statement by Mr. J. H. Hofmeyr, Minister of Finance, House of Assembly, 
26th February 1942. 
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are on Revenue Account. The method of meeting an estimated deficit 
of about £9^ millions is of special interest. 

The existing Excess Profits Duty, which was raised in 1941-42 from 
10s. in the £ to 13s. 4d., continues, but there is an ingenious tax, called the 
Trade Profits Special Levy, which is estimated to bring in £4 millions. 
Like the excess profits duty it is a deduction in calculating normal and 
super income tax. The rate of levy is a progressive one. Payers of excess 
profits duty may pay the duty on the difference between their present 
income and either their pre-war standard of income or a statutory per¬ 
centage (8 per cent for companies and 12 per cent for individuals) on the 
capital employed by them in their business. The levy is charged on the 
difference between the statutory percentage and the actual profits earned. 
The result is to remove certain inequalities which have existed in the rate 
of taxation as between established companies and companies which have 
sprung up since the war and have no pre-war standard of profits. A 
company with a capital of £20,000 and a pre-war standard profit of £3000 
is now required to pay no excess profits duty if its profit does not exceed 
£3000 and if it elects to be assessed on the basis of its pre-war standard. If, 
however, the test is the statutory percentage and not the pre-war standard, 
the company will pay excess profits duty on the difference between its 
present income (£3000) and 8 per cent of its capital of £20,000, i.e. on 
£1400. The Trade Profits Special Levy will amount to not more than half 
the rate of the excess profits duty (Gs, 8d.). The increase of the gold 
mines special contribution from 17 to 20 per cent in 1942-43 will bring in 
£1,640,000 and is further proof of the great extent to which the Union is 
dependent upon its revenue from gold mines. The rate was increased 
early in 1943 to 22J per cent, yielding an additional £910,000. 

Another tax which was new to South Africa was the tax on profits 
arising from the sale of land as given in Table X, page 172. Any profit 
derived from the sale of fixed property which was purchased since October 
1939 was liable to this tax, which was at the rate of 6s. 8d, in the £ if the 
property were bought between 1st October 1939 and 25th February 1942, 
and at the rate of 13s. 6d. after that date. The tax was estimated to bring 
in £450,000. Income tax is increased in two ways, though it is still light 
as compared with that in other Dominions and Great Britain. In the first 
place there is a tax on individuals — a flat-rate tax resembling the familiar 
personal tax payable to the Provinces — of £1 (£2 : 10s. on incomes over 
£250). All single persons earning £250 and over pay £2 : 10s., while 
married persons earning between £250 and £300 pay £1 and married 
persons earning over £300 pay £2 : 10s. Secondly, there is a 10 per cent 
surcharge on the amount of income tax and supertax paid during the 
year 1942—43. A small addition to succession duties (death duties) was 
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estimated to bring in an additional £75,000. Consumption taxes on cut 
tobacco and petrol were estimated to bring in £1,570,000. 

Despite these new duties and taxes war expenditure is the equivalent 
of about 15 per cent of the national income as compared with 61 per 
cent in Great Britain and 90 per cent in Germany.^ The percentages of 
the national income to revenues and expenditures for the years 1937-38, 
1940-41, 1941-42 and 1942—43, are given in Table II on page 160 above. 

The conclusion is that, expressed in terms of the national income, the 
burden of taxation is still light and the public expenditures, even in war¬ 
time, are not strikingly high. 

^ For Germany see H. W. Singer, The German War Economy, Manchester Statistical 
Society, 1943, p. 24. 
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I. Conditions governing Indian Finance 

In none of the Federations studied in this book is an analysis of the 
national economy so important to the understanding of the financial 
structure as in the case of India. The sub-continent, inhabited by many 
races and tribes speaking over one dozen main languages and over two 
hundred minor dialects, is more than twenty-five times the size of England 
and Wales. It covers an area of 1-5 million square miles of which 0-8 
million square miles is British India and the remaining 0-7 million square 
miles are the Indian States. Two-thirds of the population lives on one- 
fourth of the area, and at the last Census, taken on Ist March 1941, it 
reached a total of 388-8 millions, excluding Burma (which ceased to be part 
of the Indian Empire on 1st April 1937). The population of India thus is 
70 per cent of the population of the British Commonwealth. The increase 
in population was 15 per cent over the previous census and compares 
favourably with the increase of more than 10 per cent in the Census of 
1931 as compared with its immediate predecessor, the Census of 1921. 
If we accept Professor Willcox’s estimate of the population of China,^ the 
statement of Herodotus is true— ‘‘ Of all nations that we know, it is 
India that has the largest population 

The population is anything but homogeneous. The Sikh and the 
Bengali, the Madrasi and the Bhil all differ from each other more than do 
the inhabitants of different parts of Europe. Nevertheless, after one 
hundred and seventy years of British rule, there is a noteworthy feeling of 
national unity among educated classes and a pride in India. Two-thirds 
of the population profess Hinduism in one form or another and over 
one-fifth are followers of Islam. The difference between the two is an 
age-long one. It is not only a difference of religion in the stricter sense, 

^ Vide F. W. Willuox, hiienuitional Migrations, vol. ii, pp. 33-82 (National Bureau 
of Economic Research, Now York, 1930). Professor Willcox says that careful estimates 
regarding the population of China are much l>elow the figure which had been guessed at. 
There has been no census in China and, by an examination of the number of households 
and similar statistics, he gives a figure of 342 millions in place of 450 millions in 1929. 

Note.—In the Indian system of notation large numbers are expressed in crores and 
lakhs and not in millions. 

1 crore of rupees =Rs. 10,000,000 =£750,000. 

1 lakh of rupees = Rs. 100,000 -£7500. 

1 rupee 16 annas ; 1 anna —12 pies ; 13i rupees = £1 ; 1 anna = l^d. 

176 
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but also one of law and culture. Indeed, they may be said to represent 
two distinct and separate civilisations. Hinduism is distinguished by the 
phenomenon of caste which leads to a degree of social disunity to which 
no parallel can be found in human history, while at the same time it has 
produced great cultural stability. The religion of Islam, on the other 
hand, is based on the conception of the equality of man and, unlike 
Hinduism, is monotheistic and iconoclastic. In addition to these two 
great communities and to Indian Christians (whichnumber over 7 millions 
there is an infinite variety of other religions and sects ranging from the 
mystical speculations of Buddhism and Jainism to the simple beliefs of 
Animism. 

The outstanding characteristic of the population, a (diaracteristic 
which is of great importance in Indian finance, is its dependence on 
agriculture. The structure of public finance is moulded to a large degree 
by economic and social conditions, and this is certainly true in the case 
of India, which is so predominantly rural in character. It has 700,000 
villages, a striking contrast with Great Britain where four-fifths of the 
people live in towns. Seven-tenths of the population depend on agri¬ 
culture for a living as compared with 7 or 8 per cent in Britain. It 
is well known that a country which is so very greatly dependent on 
agriculture must needs be poor as compared with the industrialised 
countries of the West. Indeed, in European countries the net output per 
person engaged in manufacture and measured at the world price of the 
product so that the effects of protection are eliminated, is from 60 to 100 
per cent greater than the output p(‘r male worker in agriculture and 
mining similarly measured. 

In this connexion a caveat must be entered. Unless the individual 
worker is assisted by the two powerful factors of production, capital and 
organisation, the value of his output will be relatively low. The great 
increase in British industry and in agriculture from the early twenties of 
the present century was due in a large degree to the increased amount 
of capital per person. 

Not only are the Indians dependent oji agriculture but on an un¬ 
certain agriculture. Indian agriculture, to an extent scarcely realised 
by Western peoples, depends on rainfall. More than four-fifths of the 
cultivated areas of the country is dependent upon this precarious rainfall, 
and the livelihood of five-sixths of the population depends, it has been 
estimated, on the South-West monsoon. As the time comes round each 
year in June when the monsoon is due, its arrival is a subject of deep 
concern. The proverbs of the people confirm this. The peasant of Marwar, 
for example, knows when 

^ 7,250,000 in the 1941 CenauH ; 6,300,000 in Lho 1931 Cenaua. 

N 



m FEDERAL FINANCE IN PEACE AND WAR w. t 

August’s here, no sound of thunder, 

Sky is clear, and weather fine ; 

Wife 1 ’tis time for us to sunder, 

You to your folk, I to mine. 

The timely rainfall producing a bumper crop gives rise to the proverb in 
Bihar : 

One shower in Swati — friend, behold ! 

The Kurmi’s earrings turned to gold ! 

The danger of widespread famine is ever present, and dates from the very 
dawn of Indian history. During recent years, however, famine has not 
been either so frequent or so widespread because of the extension of railways 
and irrigation, the growth of industries (which draw the workpeople 
temporarily from the villages to the towns in times of such unemployment), 
the greater mobility of labour, and last but not least, the improvements 
in preparations for dealing with it and with famine relief generally. An 
unfavourable monsoon affects the Budget of the Central Government as 
well as that of the Provinces, as it reduces purchasing power, diminishes the 
volume of imports, the profits of commerce and the receipts from transport 
so that the revenue from customs, income tax and railways are involved. 
In the Provinces it means expenditure on famine relief, remissions of land 
revenue and a fall in returns from excise revenue. It thus affects the 
revenues of both the Central and Provincial Governments. Another fact 
governing Indian finance is the low national income of the country. 
Although the aggregate of goods and services produced in a twelvemonth 
is great, it has to be divided among a large population and the resulting 
'per capita figure is exceedingly small, especially when compared with that 
of advanced industrial countries like Great Britain and the United States. 

Another caveat may also be mentioned here. We are accustomed to 
think, in making comparisons in national income between one country 
and another, in terms of the national income of the most advanced 
industrial countries. But these countries are exceptional. The world in 
this respect is really a very poor place. A standard of living below £2 or 
$9 a week per breadwinner would fit 81 per cent of the world’s population. 
The standard of living double this amount would be found only in the 
United States, Canada, Australia, Great Britain and Argentina, i.e. among 
10 per cent of the world’s population. The remaining 9 per cent of the 
world’s population is in the principal industrial countries of Europe with 
an average per breadwinner per week of from £2 or ,19 to double that 
amount.^ The four industrial countries of U.S.A., Great Britain, France 

^ Cf. G. Findlay Shirras, “ National Income ”, Review of the International Institute of 
Statistics (The Hague, 1936); also Colin Clark, The Conditions of Economic Progress 
(Macmillan & Co.), 1940. 
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and Germany contain 13 per cent of the world’s population, but produce 
40 to 50 per cent of the world’s output. Poverty, therefore, is very 
unequally distributed over areas as it is between social classes. 

The average national income per head (man, woman and child) in 
India is at the present time only one-twentieth of that of Great Britain. 
In 1931, when the value of primary products had fallen, it was one- 
fifteenth, but we should not be far out if we say that the income per head 
of the United Kingdom is between fifteen and twenty times greater than 
that of British India. The national income per head of British India is next 
below that of the whole of Soviet Eussia and of Bulgaria. Unfortunately 
statistics are not available for China where, it is believed, the income per 
head is even lower. At the present time, the Indian income ainomits to £7 
per head per annum.^ In making comparisons one has to take into con¬ 
sideration the different standards of value which obtain in regard to the 
necessaries of existence and efficiency, and even to comforts and luxuries. 
Those in a hot country differ considerably, as, for example, in clothing and 
fuel, from those of a colder climate. A well-known writer, Eabindranath 
Tagore, has expressed it thus : “ We ha.ve as far as possible made our food 
and clothing unburdensome, and this our very climate has taught us to do. 
We require openings in the walls more than the walls themselves. Light 
and air have more to do with wearing apparel than the weaver’s loom : 
the sun makes for ns the heat-producing factors, which elsewhere are 
required from foods. All these natural conditions have moulded our life 
to a particular shape which I cannot believe it will be profitable to 
ignore.” 

Not only is the income low per head, but it varies very much more 
from year to year than is the case in an industrial country, so that this is 
also a factor to be considered in regard to taxable capacity. Nothing is 
so striking to the Westerner than the low standard of living on which 
the mass of the Indian population exists and the extent of the poverty. 
There has, it is true, been considerable economic progress in recent years, 
but the smallness of the national income is still very striking. It is only 
by a long-term policy of industrialisation and more widespread education 
in the villages up and down the countryside that the problem may be 
solved. The influx of industrial workers from the villages to the towns even 
in a short space of time, as the worker is not yet divorced from his home 
in the village, tends to lower the standard of living of workers in industry. 
“ Whereas only a few years ago it was said to be difficult to obtain labour 

^ For a detailed study of the national income of India, see G. Findlay Shirras, The 
Science of Public Finance, vol. i., chap, xv (Macmillan ifc Co., 3rd edition, London, 1930) ; 
also G. Findlay Shirras, Poverty and Kindred Eermomic Problems in India (Government 
Press, Delhi, 2nd edition); G. Findlay Shirras, “ The National Income of British India, 
1931-32 ” —a Review, Economic Journal, June-Sept. 1941, p. 325. 



180 FEDERAL FINANCE IN PEACE AND WAR ft. i 

in industry, that complaint is not heard to-day. On the contrary, during 
the recent boom in the cotton trade, Bombay, Cawnpore and Ahmedabad 
were able to recruit, with no difficulty whatever, the tens of thousands of 
additional workers needed to run a night-shift. At Jamshedpur, remote 
though it is from the large centres of population, the steel-works turned 
away hundreds every day. The number of men wanting to go to sea is 
so great that the unions have been urging a system of engagement by 
rotation on the shipowners of Bombay and Calcutta. In fact, there is 
probably no industry in the country that could not recruit all the unskilled 
labour it required within a few days or weeks. This is primarily due to 
the low wages, the under-employment and the poor conditions of life in 
the villages.” ^ 

Another characteristic of the national economy is the great disparity 
in the incomes of different classes of people in India. The large niiinber of 
small incomes and the comparatively small number of very large incomes 
is striking, as was shown in a study of the Pareto law and the distribution 
of income.^ 

The plain fact is that tlie majority of the population in India is chiefly 
concerned with getting a living. Religion and the pursuit of wealth as we 
know them in Western countries is not what they are in the East. The 
villager is content to produce enough to live. He also wishes to be allowed 
to worship his gods as he desires and, in a country of universal marriage, 
to marry his daughter as soon as she reaches puberty, and to take part in 
local village ceremonies. Marshall puts it thus : “ Man’s character has 
been moulded by his everyday work, and the material resources which he 
thereby procures, more than by any other influence unless it be that of 
his religious ideals ; and the two great forming agencies of the world’s 
history have been the religious and the economic. Here and there the 
ardour of the military or the artistic spirit has been for a while pre¬ 
dominant ; but religious and economic influences have nowhere been 
displaced from the front rank even for a time ; and they have nearly 
always been more important than all others put together. Religious 
motives arc more intense than economic, but their direct action seldom 
extends over so large a part of life. For the business by which a person 
earns his livelihood generally fills his thoughts during by far the greater 
part of those hours in which his mind is at its best; during them his 
character is being formed by the way in which he uses his faculties in his 
work, by the thoughts and the feelings which it suggests, and by his 

^ Harold Butler, Problem,'^ of Industry in the East. International Labour Office, 
(ieiieva, 193S. 

“ G. Findlay 8hirras, ' The Pareto Law and the Distribution of Income ”, Economic 
Journal, 1035, vol. xlv, p. 663. 
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relations to his associates in work, his employers or his employees.” ^ 
How true of India ! 

It must not be thought that changes are not taking place. To-day, 
economics is knocking at the door of ethics in tlie East, and we are witness¬ 
ing the shifting of the line between the sphere of religion and tliat of 
secular business, especially in the more advanced areas of the countryside. 
For centuries the life of the country has been dominated by religion, or as 
we may more correctly say, by custom, which if not religious in origin has 
in the process of time become largely religious in sanction. 

The spread of communication by motor transport among the villages 
and the spread of irrigation are breaking through the isolation of centuries 
and making for a higher standard of living. The problem, however, for 
the Hindu is getting the sacred cow back from tlie temple to the field. 
Nothing is so sacred to the Hindu as the cow. Nevertheless in some of 
the more advanced areas of the Punjab, when a cow can no longer give 
milk, it is sold to the butcher. If this were clone in the less advanced 
districts, the owner would be outcast(‘d. Similarly, the Sikh who cannot 
grow tobacco because of the religious sanction against smoking, is now 
in some parts growing tobacco as crop. In other areas the Sikh practises 
family limitation, because as one Sikh said, “ Too much rain reduces the 
crop ; too many sons bring reproach.” They believe that evciiy son comes 
with a share written on his forehead. In the country where holdings 
are so small as to become uneconomic and where each son is entitled 
to a share in his father’s land, one can understand why a child appears 
with a share written on his forehead. Similarly the Mahornedans are 
beginning to take interest because of the fact that credit is indispensable 
to all undertakings, and there are not a few students of Islam who hold 
that Islam has been profoundly at a disadvantage^ from a wealth point of 
view by this prohibition to take interest. 

We have noted some of the salient features of the Indian economy 
such as the dependence upon agriculture, the low national income and 
the inequalities in the distribution of wealth and income. There are other 
factors of vulnerability which must be mentioned to complete the picture. 
These are the backwardness of industry and, in foreign trade, the depend¬ 
ence on world prices for India’s few specialised exj)orts. Such dependence 
leads, unfortunately, to sharp fluctuations in the national income. 

First, as regards Indian industry. To meet war demands, India’s 
industries are undergoing a rapid expansion and it is necessary to plan 
ahead to prevent deterioration after the war. Nothing will increase the 
standard of living so much as widespread industrialisation and this is 
bound up with increased production in agriculture. Competent authorities 

^ Marshall, Prineijiles of KeonomieSf vol. i, eliap. i. 5th edition, Mauinillan it Co. 
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estimate that, by means of better methods of cultivation, agricultural 
output can be improved by 25 per cent without any increase in capital 
expenditure, and a further 25 per cent could be added, at very little cost, 
by factors such as better seed, fencing and the consolidation of holdings. 
During the last fifty years the population has been increasing at the rate 
of 0-8 per cent per annum, while agricultural production has been increas¬ 
ing at the rate of 0-4 per cent per annum. Unless production is increased 
considerably, a deterioration in the already low standard of living is likely 
to take place. Agriculture alone cannot maintain the rural population. 
As the Famine Commission of 1880 pointed out, the numbers who have 
no other employment than agriculture are greatly in excess of what is 
required for cultivation. Since that date the position has not, owing to 
the great increases in population in the last few decades, improved, 
notwithstanding the development of industry together with a policy of 
discriminating protection introduced in the early twenties. In 1913-14, 
for example, India imported 60 per cent of the total consumption of cotton 
piece goods, 20 per cent was supplied by Indian mills, and 20 per cent by 
hand looms. In 1936-37 only 13 per cent was imported, and 61 per cent 
was supplied by Indian mills and 26 per cent by hand looms. The expan¬ 
sion of the Indian cotton-mill industry has been at the expense of foreign 
mills and not of the indigenous hand-loom industry, which has maintained 
its production. The production of cotton textiles averaged, during the 
years 1914 to 1917, 325 million lb. per annum anrl in 1937-38 rose to 715 
million lb. Sugar production in the same period had risen from 20,000 tons 
to 1,072,000 tons, and India is one of the greatest sugar-jjroducing countries 
of the world, being the chief producer of cane sugar. Before 1932-33 
India depended on imports for approximately half of her domestic 
consumption and by 1936-37 had become self-sufficient in sugar. The 
present output of coal is approximately 30 million tons and geological 
surveys have shown that there are unlimited supplies of high-quality coal. 
One field in the Central Provinces alone is estimated to contain a supply of 
17,000 million tons. A single district in the province of Bihar is estimated 
to contain over 3000 million tons. The reserves of good coking and high- 
grade coal are not high, but this may be more than compensated for by the 
immense sources of water-power in the Himalayas and elsewhere. The 
Tata Hydro-Electric system, the Mysore Hydro-Electric Works, two 
systems in Madras and those in the United Provinces, the Punjab and 
Kashmir are examples. With the aid of protection imports of iron and 
steel goods have been halved as compared with the 1913-14, and the Tata 
Iron and Steel Works at Jamshedpur are the largest steel-works in the 
British Empire. The output of finished steel is more than 50 per cent 
above the pre-war level and the industry is producing a great variety of 
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finished steels. Iron ore has increased from 409,000 tons, the average of 
the years 1914—18, to 2,871,000 tons in 1937-38 ; manganese ore from 
577,000 tons to 1,052,000 tons and petroleum from 7,325,000 gallons to 
75,658,000 gallons. Three-quarters of the world’s supply of sheet and 
block mica comes from Indian mines. India is the world’s largest supplier 
of oil seeds and of jute, the second largest supplier of tea and the third 
largest producer of tobacco. With the exception of the U.S.S.R. she is 
the largest producer of manganese and is also an important producer of 
chromite. One-third of the world’s cattle population is in India and vast 
quantities of hides and skins are produced every year. Ordnance factories, 
railway workshops and hundreds of other factories are now working to 
maximum capacity. All things considered, the development of industry 
has great possibilities. At the same time it must be remembered that 
only 10 per cent of the population is engaged in industry, and of this the 
great majority is still employed in small-scale industries. About 3 or 4 
millions, or about 1 or 2 per cent, of all occupied persons are in large-scale 
industry. In 1939 less than 2 million persons were employed in factories 
under the Factory Acts. Ne^nn’thelcss India with her large numbers in 
industry is one of the eight countries of chief industrial importance. 

Under the Government of India Act, 1935, the main responsibility for 
the development of industries rests with the Provinces, the Central 
Government being responsible only for “ the development of industries, 
where development under Federal control is declared by Federal law 
to be expedient in the public interest ”. The Centre is also given the 
“ regulation of mines and oilfields and mineral development to the extent 
to which such regulation and development under Federal control is 
declared by Federal law to be expedient in the public interest While- 
Government initiative in recent decades has been considerable, it cannot 
be compared with, for example, a second-rate industrial power like Japan 
in organisation. In Japan the Government built up key industries in the 
late nineteenth and early twentieth centuries. To-day it not only operates 
arsenals and munition plants, but also shipyards, telephone services, and 
monopolies of tobacco, salt and camphor. Even before the war with 
China there were what has been called public-private enterprises in 
banking, communications and colonial development, and the Government 
controls the policies and personnel of many private concerns. The Mitsui, 
Mutsubishi and Sumitomo concerns nevertheless possess considerable 
initiative, but there has been nothing in India, so far as State organisation 
goes, to compare with that in Japan since the invasion of Manchuria in 
1931, especially in the heavy industries. By extensive powers during the 
last decade, and especially since the outbreak of war with China, the Japan¬ 
ese Government has shown what the East can do in harnessing foreign 
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trade to the war machine, in closing the capital market to non-essential 
industries, in controlling practically the whole of economic life, in great 
concentration of production, especially in ships, tanks, aeroplane produc¬ 
tion, in chemicals, metals and machinery, and in the building-up of large 
stocks of commodities, especially those which have to be imported, such 
as iron ore, scrap iron, steel, coal and oil.^ Since 1941, however, great 
strides have been made in Indian industry, so that the country may 
become much more highly organised as an arsenal for the United Nations.^ 
The implications of this policy on the national income and the raising of 
the standard of living and the increasing taxable capacity are obvious. 

In foreign trade, India ranks about ninth or tenth among the countries 
of the world. The per capita value is exceedingly small, but this does not 
mean that India’s foreign trade is unimportant. On the contrary, it 
indicates that there are unexploited possibilities. With the development 
of communications — India has the third largest railway mileage in the 
world ^ — exports of grains and raw materials grew and manufactured 
goods were imported in return. The present century has seen a great 
development in foreign trade. India’s chief exports are tea, leather and 
hides, raw cotton, oil seeds, jute and jute manufactures. These few 
specialised exports make her vulnerable and any fall in world prices 
hits the producer of primary products. Her imports, on the other hand, 
are mainly manufactured goods - - machinery, mineral oils, cotton goods, 
iron and steel, chemicals, dy(‘s, woollen goods, motor cars and other 
vehicles, electrical instruments and hardware. Grain and pulse, however, 
are also imported, e.g. rice from Burma. Again, her position both as to 
her trade and financial relations with the outside world is largely that of 
her position in ndatioii to Great Britain, which in 1937-38 took 34 per 
cent of India’s ex])orts and in 1941 42 31 per cent. India, on the other 
hand, took from Great Britain 30 and 21 ])er cent respectively of her total 
imports from abroad in those years. 

The changes in the direction of trade in the present century are 
striking. vSince the Fiscal Autonomy Convention of 1921 India has had 
the power to determine her own tarifEs and has followed a protective 
policy, with the result that British exporters have lost markets now sup- 
j)lied by India’s industries. Imports of Lancashire piece-goods, which 
had averaged 2,550 million yards per annum before 1914, had fallen 

^ Cf. G. P. Allen, The Industrialization oj Japan aiui Manchukuo, J930-40, edited by 
E. B. 8chumpi3ter (New York, Macmillan & Co., 1940); K. Mitchell, Japan's Industrial 
tHirengih (New York Instituto of Pacific Relations, 1942) ; and L. K. Rosinger, Japan as 
an Economic Power (Foreign Policy Report, Foreign Policy A.ssociation, April 1942). 

^ Cf. India's Progress in Industrialisation, Bulletin of International News, 13th June 
1942 (London, Hoynl Institute of International Affairs). 

“ India has the third largest railway mileage and ranks after the U.>S,A. and Ruaaia 
and before Canada. 
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to 205 million yards by 1939, or less than one-twelfth of the imports of 
a quarter of century earlier. A great steel industry has been built up 
behind a tariff wall, the Tata Steel Works being the largest single unit 
manufacturing steel in the British Empire. To-day, more than 25 per 
cent of the total exports from India are goods manufactured in India. 
The vast bulk of the manufactures is consumed within the country. 
As will be seen in the table below, India’s imports of British goods has 
fallen from 63 per cent to 30 per cent in 1937-38 and to 21 per cent in 
1941-42, whereas Great Britain in 1941-12 took 31 per cent of India’s 
exports as against 34 per cent in 1937-38 and 25 per cent the pre-war 
average. Great Britain just before the war was actually buying more 
goods from India than Great Britain sold to her. Great Britain, before 
the war, took Rs. 555 millions of India’s exports and India took Rs. 520 
millions worth of British goods. 
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The general conclusion is that British manufacturers must realise 
that most of the Avorld is going to be able to make for itself the old staple 
goods of British industry after the war and that Great Britain must 
concentrate on (1) .special qualitie.s of older typrss ; (2) newer types of 
production ; and, above all, (3) on what lias been c,ailed British “ ex])eri- 
ence in the production and installation of capital plant, on good salesman¬ 
ship, and reliability and promptitude of delivery.” British manufacturers 
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can provide, therefore, capital goods for industrial expansion and re¬ 
equipment, and consumers’ goods of the more specialised kinds. 

II. The Indian Financial System 

The Federal system of finance came into existence with the introduction 
of the Reforms in 1921-22 following the passing of the Government of 
India Act, 1919. Before that date, Indian finance was highly centralised, 
although by a policy of gradualness it became less so. Between 1870 and 
1912 devolution grew slowly. It was for this reason that the authors of 
the Report on Indian Constitutional Reforms, usually known as the 
Montagu-Chelmsford Report, said : ‘‘ Our task is not like that of the 
Fathers of the Union in the United States and Canada, We have to 
demolish the existing structure at least in part, before we can build the 
new. Our business is one of devolution, of drawing lines of demarcation, 
of cutting long-standing ties. The Government of India must give and 
the provinces must receive ; for only so can the growing organism of 
self-government draw air into its lungs and live. It requires no great 
effort of imagination to draw a future map of India which shall present 
the external semblance of a great new confederation within the Empire. 
But we must sedulously beware of the ready application of federal argu¬ 
ments or federal examples to a task which is the very reverse of that 
which confronted Alexander Hamilton and Sir John Macdonald.” ^ The 
Reforms brought about a separation of the sources of revenue and assigned 
some to the Centre and others to the Provinces. It avoided the incon¬ 
veniences arising from a system of heads of revenues shared between 
the Centre and the Provinces and also the system of ‘‘ doles ” from the 
.Centre to the Provinces. 

It is not possible, for reasons of space, to show in detail how the trans¬ 
formation from a Centralised to a Federal system took place. A few 
outstanding facts, however, may be mentioned. The East India Company 
Act, 1773, provided that every President and Council of Madras and 
Bombay should “ constantly and diligently ” transmit to the Governor- 
General and Council of Bengal advice and intelligence ” on all trans¬ 
actions and matters “ whatsoever that shall come to their knowledge 
relating to the Government, revenues or interest of the said United 
Company By the Charter Act of 1833, the Governor-General of Bengal 
became the Governor-General of India and was invested with complete 
control over the revenues of Bombay, Madras and other subordinate 
Governments. The Acts of 1853 and 1858 continued the Central Govern¬ 
ment’s control over all revenues as well as expenditures. In 1870 some 
* Report on Indian Conatilulional Reforms (Cd. 9109, 1917), p. ZOl, 
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degree of financial decentralisation took place when the administration of 
certain departments, inchiding education, police and medical services, 
was traiiLsferred to Provincial Governments. These Governments were 
given a fixed grant for this purpose together with departmental receipts 
and were permitted to allot at their discretion the revenues assigned 
to them, subject to certain financial rules. There was no inducement to 
the Provinces to develop their own revenues because of the fixed assign¬ 
ments. In 1877 a further step took place and important heads of revenue, 
such as stamp duties, excise and income tax collected in the Provinces, 
were provincialised. In expenditure the Provinces had their powers 
extended to the depths of land revenue, general administration, law and 
justice. Nevertheless fixed grants from the Centre continued, although in 
two Provinces a definite proportion of the land revenue was assigned in 
place of a fixed sum. From 1882 then* was developed a system of what is 
known as “ the divided heads of revenue In 1904 the settlements were 
made quasi-permanent. In 1912 took place the last of the pre-Reform 
settlements. To meet its own expenditure, stated the Government of 
India’s Resolution of 1912, “ the Government of India retains, in the 
first place, the entire profits of the commercial departments and, secondly, 
all the revenue whose locale is no guide to its true incidence, such as the 
net receipts from Customs, 8alt and Opium. The income derived from 
these sources is, however, insufficient to cover the cost of the imperial 
services, and an arrangement had therefore to be made by which the 
other sources of revenue should be distributed between the central and 
the various provincial governments.” ^ These settlements led to much 
friction between the Central and the Provincial Governments. All the 
principal heads of revenue collected within the Provinces were divided 
between the Central Government and the Provinces and were supple¬ 
mented by non-recurring subsidies which were part of the financial settle¬ 
ments to the Provinces. No general standards of needs had been worked 
out; the settlements were based on traditions. There were thus very 
different standards of administration between Provinces. The Reforms 
which took effect from 1921-22 avoided the inconveniences by a Federal 
system of finance. The Centre had certain heads of revenue and the 
Provinces other heads. In expenditure the Provinces had an inexhaustible 
field for the development of social services, such as education and public 
health, while the demands on the Centre, except in time of war, were far 
more constant. The revenues of the Centre comprised those which 
proved more capable of expansion, such as income tax and the commercial 
departments such as the railways. In a period of ordinary progress this 
led to a strong claim by the Provinces for a share in income tax, especially 
1 lieport of the Indian Statutory CWiiniH.sion (Cmd. 3568, 1630), vol. i, p. 345. 
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on tlip ])art of the more industrialised Provinces such as Bombay and 
Bengal. In accordance with the provisions of section 84a of the Govern¬ 
ment of India Act, 1919, the Indian Statutory Commission conducted a 
constitutional enquiry in 1928 and 1929. Sir Walter Layton, its Financial 
Assessor, made three criticisms of the system which was introduced in 
1921-22. In the first place, the Provinces had rapidly expanding needs, 
but the sources of revenue assigned to them were insufficient and showed 
no signs of increasing growth, whereas the sources of revenue of the Centre, 
which ordinarily had but comparatively stationary needs, were expanding 
or capable of expansion. Secondly, the system of devolution treated the 
Provinces unetjiially, as it gave some of them a much greater proportionate 
increase of revenue than others. Thirdly, it gave practically no power to 
the Provinces to tax industrial activities and therefore the industrial, as 
contrasted with the agricultural, provinces were handicapped. The 
Commission siigg(‘sted that the Provinees might have a share of income 
tax and other taxes such as the export duty on jute. The British Govern¬ 
ment’s proposals were published in a White Paper entitled Proj)osals for 
Indian Con slit iiiio rial Riforni ^ in which the British Government proposed, 
after extensive enquiries by committees, conferences and consultations in 
India and in England, a scheme extending over six years, an allocation of 
revenues between the CVnti’c and the Proviiu'es and the sharing of income 
tax, a scheme which was, with one small exception in regard to a surcharge 
by the Provinces, approved by the Joint Committee of both Houses of 
Parliament in the following year ^ and subsequently incorporated in Part 7 
and Schedule 7 of the Government of India Act, 1935. Under this Act 
the Centre has the following sources of revenue : customs duties, excise 
duties on tobacco and other goods manufactured or produced in India 
except alcoholic liquors, opium, Indian hemp and other narcotic drugs 
and narcotics and non-narcotic drugs, and medicinal and toilet prepara¬ 
tions containing alcohol ; income tax other than on agricultural incomes ; 
the corporation tax ; succession duties other than on agricultural land ; 
salt ; State lotteries ; fees other than fees taken in courts ; terminal 
taxes on goods or passengers carried by rail or air ; taxes on railway fares 
and freights ; commercial stamp duties, i.e. stamp duties on bills of 
exchange, cheques, promissory notes, bills of lading, letters of credit, 
policies of insurance, proxies and receipts ; taxes on the capital value of 
the assets, exclusive of agricultural land, of individuals and companies, 
and taxes on the capital of companies. As will be seen below in Table 
VI, the main sources of revenue are customs, the income tax, and com- 

1 Cmd. 426R, 193:i. 

“ .loiiit (’ommitteo on Indian Constitutional Kofonn, H.L. (> (1, Part I), H.C. 5 
(1. Pail 1), 1934. 
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mercial departments, mainly railways. Several of the taxes in tlu above 
list, such as those on capital and terminal taxes, have not yet been levied. 
It was, however, considered desirable to make the schedules as complete 
as possible in the Act so as to avoid uncertainty and litif^ation in the 
Supreme Court in the future. 

The most interesting fact on the Centre's sources of revenue relates to 
income tax. In the first place, agricultural incomes are exempt and there 
is no historical or other justification for this, in spite of the land tax (land 
revenue). Agricultural incomes were not exempt from income tax 
between its first introduction, in 1860, and 1873. When the tax was 
reintroduced by the Act of 1886 agricultural inconuvs were exempt from 
the scope of the tax, and this has continued ever since. It cannot be said 
that land revenue is the counterpart of income tax and that to tax agri¬ 
cultural incomes would be double taxation. Hy not levying income tax 
on agricultural incom(‘S the non-agriciiltiiral incomes of those who own 
land are made to pay a lower rate of tax than they should. The taxation 
of agricultural incomes would check the tendency to put savings into land 
to avoid taxation. In the Cxovernmcnt of India Act, 1935, the taxation 
of agricultural incomes is a Provincial subject. Secondly, the Provinces 
share in the total collections of income tax under section 138. This was in 
fact suggested by Sir Walter Layton, the Indian Statutory Commission’s 
Financial Assessor, wlien he suggested that “ in order to meet the claim 
of the industrial provinces, a substantial portion of the revenue from 
income tax should be assigned to the provinces according to certain 
principles The British Government in its White Paper ^ and the Joint 
Committee of both Houses of Parliament also^ accepted the principle. 
The Government of India Act provided that the allocation between the 
Central and Provincial Governments in India was to be settled by an 
Order in Council, and the British Government undertook that a special 
enquiry should first be held so that they and Parliament might be furnished 
with an independent review and technical advice. Sir Otto Niemeyer in 
his able Keport recommended that the Provinces should receive ultimately 
50 per cent of the taxes on income which, under the terms of the Act, are 
divisible between them and the Central Government, the amount being 
distributed on a basis of fixed percentages. The 50 per cent is calculated 
on “ the net proceeds in any financial year of any such tax, except in so 
far as these proceeds represent proceeds attributable to Chief Commis¬ 
sioners’ Provinces or to taxes payable in respect of Federal emoluments ”, 

Report of the Indian Statutory Commission (Crad. 3569, 1930), vol. ii (Recoramonda- 
tions), para. 293, p. 255. 

^ Proposals for Indian Constitutional Reform (Cmd. 4268, 1933), j)ara. 139, p. 74. 

^ Joint Committee on Indian Constitutional Reform, R.L. 6 (1, Part 1), H.C. 5 
(1, Part I), 1934, pwete, 350-53. 
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i.e. incomes derived from Federal sources (Federal areas or emoluments of 
Federal Officers) are excluded. The percentage distribution is as follows : 
Madras 15 ; Bombay 20 ; Bengal 20 ; United Provinces 15; Punjab 8 ; 
Bihar 10 ; Central Provinces 5 ; Assam 2 ; North-West Frontier Province 
1 ; Orissa 2 ; Sind 2. These percentages were arrived at “by fixing the 
scale of distribution partly on residence and partly on population, paying 
to neither factor a rigidly pedantic deference, for which the actual data 
provide insufficient justification Sir Otto Niemeyer recommended 
that this share should be retained by the Central Government for the 
first five years or until the whole, together with any General Budget 
receipts from the Railways, would bring the Central Government’s share 
in the divisible total up to 13 crores, whichever was less ; and for a second 
period of five years, in the first year five-sixths of the sum, if any, retained 
in the last year of the first period, decreasing by a further sixth of that 
sum in each of the succeeding five years. These recommendations were 
promulgated in the Government of India (Distribution of Revenues) 
Order in Council, dated 3rd July 1938. The Central Government but not 
Provincial Governments may impose a surcharge under section 138, 1 (b), 
of the 1935 Act. As pointed out by the Joint Committee, it is implicit 
in this proposal that the power should only be exercisable in times of 
serious financial stress. The Joint Committee, it may be noted, did not 
agree with the proposal that a Provincial Legislature should be empowered 
to impose a surcharge not exceeding 121 taxes levied on 

the personal income of persons resident in the Province for its own 
purposes, because it might lead to difierential rates of tax on the in¬ 
habitants of different Provinces, and although a limit would be set, this 
in itself is undesirable and outweighs the elasticity which it would give to 
Provincial revenues. The Joint Committee also stated what has since 
proved to be true in more than one Federation since the war — “ The 
rates of taxes on income are likely also to be sufficiently high to make it 
difficult to increase the rate by way of surcharge, and to give the Provinces 
such a power might well nullify the emergency power of imposing a 
surcharge which we think it essential that the Federation should possess 
The surcharge now in force at the Centre (1942-43) is on the highest slice 
of income, and equivalent to 50 per cent, and that on the supertax is 
also equivalent to 50 per cent. Since 1939 the basic scales have been 
highly progressive and the rate of progression has been steepened by the 
surcharge. The income tax surcharge now runs from 6 pies in the rupee on 
aU taxable incomes of between Rs. 1500 and Rs. 5000 to 9 pies in the rupee 
on the next Rs. 5000, then to 1 anna and 2 pies in the rupee on the next 

^ Indian Financial Enquiry, Report by Sir Ottg Niomeyer, G.B.E., K.C.B. (Cmd. 
5163, 1936), para. 34. 
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Rs. 5(XK) and 1 anna and 3 pi os in tho rnpoo on tho balance of total income. 
The progressive rate of tax now levied expressed as a percentage of total 
income ranges from 2 per cent at one end of the scale to 85 per cent at the 
other end, i.e. on 30 lakhs (£225,000) a year. While the rates ai^ very 
much higher than before the war, we cannot but refer to the remarks of 
Sir Walter Layton and of Sir Otto Niemeyer on this point. Sir Walter 
Layton referred to the exemption of agricultural incomes from income 
tax and suggested that this should be abolished by definite stages and the 
whole of the proceeds of the taxation of these incomes should be assigned 
to the Province of origin.^ He also pointed out that there are large accumu¬ 
lations of wealth on which the burden of Government taxation rests very 
lightly. “ In spite of the widespread poverty in India, I see no reason to 
doubt that the public revenues of India can be substantially increased 
without taxation becoming intolerable, provided that its incidence is 
adjusted to the capacity of taxpayers to pay and that heavy additional 
burdens are not put upon primary necessities.” ^ Sir Otto Niemeyer 
remarked in his Report, dated 6th April 1936, that not merely were the 
existing rates of income and supertax in India by no means excessive, but 
the general scheme of taxation (Central and Provincial) operates to relieve 
the wealthier commercial classes “ to an extent which is unusual in 
taxation schemes Even to-day this holds good in spite of the changes 
in progressive taxation. 

The Provinces, apart from the share of income tax noted above, 
depend on their own sources of revenue, which are mainly land revenue, 
excise and stamps. Forests and irrigation in some Provinces are important 
heads of revenue. The list of taxes set out in the Seventh Schedule of 
the 1935 Act, in addition to those just mentioned, includes taxes on “ lands 
and buildings, hearths and windows ”, taxes on mineral rights, subject to 
any limitations imposed by any Act of the Federal Legislature relating 
to mineral development, capitation taxes, taxes on professions, trades, 
callings and employments, taxes on animals and boats, taxes on the sale 
of goods and on advertisements, cesses on the entry of goods into a local 
area for consumption, use or sale therein, taxes on luxuries, including 
taxes on entertainments, amusements, betting and gambling, tolls and 
fees, but not fees taken in any court. Taxes on agricultural income and 
duties ill respect of succession to agricultural land are also listed as 
Provincial sources of revenue, if or when levied. There are three sections 
of Part VII of the Act, sections 137, 140 and 142 which are of special 


^ Report of the Indian Statutory CommisBion, vol. ii (KecommendationH) (Cmd. 
3589, 1930), p. 277. 

2 Op. cit. p. 208. 

® Indian Financial Enquiry^ Report (Cmd. 5163, 1936), para. 31, p. 17. 
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interest. The first of these sections deals with a category of taxes in 
which the power to impose the tax is vested solely in the Centre, although 
the proceeds would be distributed to the Provinces, subject to the right of 
the Federation to impose a surcharge for Federal purposes. These taxes 
include succession duties in respect of succession to property other than 
agricultural land, such stamp duties as are mentioned in the Central or 
Federal list, terminal taxes on goods and passengers by land and air, and 
taxes on railway fares and freights. The second of these sections introduces 
new features for the division of resources. Salt duties, Federal duties of 
excise and export duties arc to be collected by the Federation, “ but, if an 
Act of the Federal Legislature so provides, there shall be paid out of the 
revenues of the Federation to the Provinces and to the Federated States, 
if any, to which the Act imposing the duty extends, sums equivalent to 
the whole or any part of the net proceeds of that duty, and these sums 
shall be distributed among the Provinces and those States in accordance 
with such principles of distribution as may be formulated by the Act 
It is also provided that the net proceeds of any export duty on jute or 
jute products shall be shared with the producing Provinces or Federated 
States in proportion to the amount of jute grown. The percentage of the 
net proceeds assigned to certain Provinces recommended by Sir Otto 
Nierneyer and fixed by an Order in Council was C2J per cent. The main 
object of section 140 is to give elasticity to the financial scheme. The 
sharing of the taxes may also be an incentive to their introduction where 
they do not at present exist. 

The last of the three sections, section 142, deals with subsidies, which 
are not high as compared with those in Canada or the Union of South 
Africa. These subsidies or grants-in-aid were fixed in 1936 by Order in 
Council on Sir Otto Nierneyer’s recommendation as follows : Sind — 105 
lakhs of rupees annually for a period of ten years (i.c. till 1946 47 inclusive) 
to be diminished by 25 lakhs a year for the next twenty years, by 40 lakhs 
a year for the next five years, by 45 lakhs a year for the next succeeding 
five years, and thereafter, until the whole Barrage debt is repaid, by 50 
lakhs a year ; North-West Frontier Province — 100 lakhs, to be recon¬ 
sidered after five years ; Orissa — 40 lakhs, increased to 47 lakhs in the 
first year and to 43 lakhs in the second, third, fourth and fifth years ; 
Assam — 30 lakhs ; the United Provinces — 25 lakhs for five years. 
Thus Sir Otto Nierneyer, while of opinion that the extent to which the 
Provinces are likely to be dependent upon Central assistance was exagger¬ 
ated, owing to fallacious deductions made from their financial records 
during the depression, recommended that eight out of the eleven Provinces 
should receive grants of assistance of varying amounts. 

An aspect of Indian finance which has been much neglected by students 
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of public finance is the inadequate development of Local taxation, both 
municipal and rural. Indeed, Local finance is one of the principal features 
of the Indian Fiscal system to-day. In rural areas public revenues and 
expenditures are woefully insufficient, and since the Reforms came into 
force in 1921 this aspect of Federal finance has been almost overlooked as 
attention has been concentrated on the relations between the Centre and 
Provincial Governments. Before the Reforms Local self-government in 
India was rather of the Continental type. It was deconcentrated rather 
than decentralised. The principal Local official was the official of the 
Provincial Government. The District Officer or Collector was, like the 
French Prefect of a Department, an officer of the Government operating 
locally. “ As Chairman of the District Board, and often of one or more 
Municipalities, he was carrying out the will of his judicial superiors. He 
was just as much the eyes, ears and arms of the provincial Government 
as when functioning as revenue officer or district magistrate. Local self- 
government was just one of his many activities. He regarded his staff as 
available to assist him in all branches of his work. A single will operated 
in all spheres of activity in the district.” ^ It therefore cannot be said that 
the British system of Local self-government was the type. Local bodies 
with wills of their own did not generally exist. They did not carry out 
their own policies, policies subject only to certain powers of control 
retained by the Central Government. Local self-government in the 
financial sphere since the Reforms, which brought about elected Chairmen 
and an extended franchise, showed up the weakness of not having, as in 
the British system, a competent and well-paid service of professional 
administrators who, while they follow out the policy of the elected 
representatives, are their advisers and executive officials. The Ministry of 
Health by its system of grants-in-aid given on conditions to ensure 
efficiency, by insisting on standards of competence and by numerous 
administrative devices, has steadily raised Local administration standards 
in this country. In India the only real power of the Provinces is for the 
Minister to suspend or to dissolve a Local Authority, and this leaves him 
powerless when less drastic treatment is called for. The resources of 
Municipalities and the District and Local Boards are frequently inadequate 
for the services to be performed, and this is one of the reasons for lack of 
trained personnel. There is, too, the great reluctance of elected members 
to impose local taxation and to insist on its collection. The giving of 
grants to Local Authorities, often without conditions, has divorced control 
of policy from financial responsibility. The Indian Statutory Commission 
summed up the position thus : “ While the rural authorities have the 
advantage of the machinery of revenue for the collection of their basic 

^ Indian Statutory Commission, Report (Cmd. 3568, 1030), vol. i, p. 301. 
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source of income, cess on land, Municipalities adopt a variety of expedients 
for raising revenue. The most disturbing feature, however, is the failure 
to collect the direct taxes imposed. In Great Britain, a Municipality 
expects to collect up to 98 or 99 per cent of the rates imposed by it, and a 
drop in collection to 95 per cent would be the subject of a very close 
enquiry. But in Municipalities in India since the Reforms, uncollected 
arrears have been mounting up to very large sums. This feature is referred 
to by almost every provincial Government in reviewing the work of the 
Municipalities, and it is clear that there is great laxity in this respect. 
Another very general criticism is directed to the prevalence of embezzle¬ 
ment by employees. This is clearly to some extent the result of the 
failure to pay salaries sufficiently high to secure trustworthy officials. But 
it is also due to carelessness, want of system and inefficient supervision. 
Generally speaking, the management of the finances of Local Authorities 
has deteriorated since the Reforms, and this laxity is not adequately cor¬ 
rected by such powers of audit as the provincial Governments possess.” ^ 

Municipalities have a wide choice of taxes. Some levy a water-rate to 
cover more than the actual costs of water supply and supplement this by 
the taxation of vehicles or other taxes. Some have special taxes for 
education and other services. The taxes include terminal taxes, octroi 
duties, property taxes, taxes on professions and taxes on personal 
income. Rural authorities depend mainly on a cess or surcharge on the 
land revenue (or land tax) which in many of the Provinces is subject to a 
maximum of one anna in the rupee, i.e. one-sixteenth, a rate that has 
remained unchanged for over sixty years. This is sometimes supple¬ 
mented by taxes on professions and on companies and by tolls or taxes on 
vehicles. A large proportion of the revenue of these authorities is given 
as grants-in-aid for particular services and in the form of capital sums for 
public works. 

III. Government Revenues and Expenditures 

As in other Federations, the costs of government have increased. This 
is shown in Table I below, which indicates the increase since the Reforms. 
As Burma ceased to be ])art of the Indian Empire from 1st April 1937, 
figures for it have been omitted from the totals of Provincial and Local 
expenditures and revenues previous to that year. The increase in the pre¬ 
rearmament year 1937-38 over that of 1921-22 is 19 per cent in the 
expenditure of the Provinces and 38 per cent in that of Local Government 
(Municipalities, District and Local Boards). Unfortunately, it has not 
been possible to eliminate the effect of the separation of Burma from 
Central Government revenues and expenditures. In 1937-38, for example, 

1 Cmd. 356B, 1930, vol. i, p. 313. 
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the net loss to Central Government revenues on the Budget was estimated 
at Rs. 2 J crores. If we take the reduction in expenditures to be of similar 
magnitude, the decrease in Central Government expenditure of India 
including Burma between 1921-22 and 1937-38 was 13 per cent. 


TABLE I 

Expendituties and Revenues of All Governments ^ 
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1921 22 1 1924-23 

27 

■ 

1911-32 

1917 38 

1941-42 
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1941-42 over 





. . 



1921-22 

1937-38 

A. Expenditures 
(Rs. millions) 









Central 

1428 

1318 

1317 

1334 

1220 

1852 J 

30 

51 

Provincial 

702 

681 

783 

771 

832 

902 

37 

16 

Local. 

24S 

296 

320 

315 

341 

350® 

41 

3 

^rotcil . 

2378 

2295 

2420 

2423 

2390 

3104 

33 

32 

B. Revenues 
(Rs. millions) 


1 







Central 

1152 

' 1375 

1317 

1216 

1224 

1680» 

45 

37 

Provincial 

612 

710 

769 

733 

858 

960 

57 

12 

Local. 

1 224 

1 

265 

1_ 

296 

307 

343 

350® 

56 

2 

Total 

1988 

' 2350 

L 

2372 

2256 

2425 

2990 

50 

23 


* Burraa has been excludLd as it is no loiiKor part of the Indian Empire But it has not been 
possible to elimmatc from ( entral expenditures and rcMnucs the eflect of the separatum of Burma 
before 1937-38 For that year the estimated net loss to Indian Central Government revenues arising 
from the separation of Burma uiib Its trores (Its 21 millions) on tlio Budget of 1937-30. 

“ He vised estimate * Estimate 

The fall in governmenta] expenditures in the years following the great 
depression is very noticeable, as will be seen from the following table : 


TABLE J1 

Expenditures of the Central and Provincial Governments, 1929-36 ^ 


Year beBinniiiB IsL Apnl 

Ji8 I 

Central 

iillnms 

Provmi lal 

Index ^umhe 

Central 

n (1029-100) 

Brovin rial 

1929-30 

1324 

938 

100 

100 

1930-31 

1362 

942 

103 

100 

1931-32 

1334 

867 

101 

92 

1 1932-33 

1239 

857 

94 

91 

1933-34 

1194 

859 

90 

92 

1934^36 

1218 

854 

92 

91 

1935-36 

1211 

887 

91 

95 

1936-37 

1196 

916 

90 

J 

98 


^ These figures include Burma. 
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In 1937-118 and in previous years the expenditures of the Central 
Government were greater than those of the Provinces and Local Author¬ 
ities combined. Owing almost entirely to the war, the expenditure of the 
Centre charged to revenue in 1941-42 increased by 51 per cent, and in 
1942-43 was budgeted to show an increase of 85 per cent over the 
expenditure of the year 1937-38. 

The figures for revenue in 1937-38 show that the percentage increase 
in the Central Government’s revenue is less than the increases in Provincial 
and Local revenues as compared with the first year of the Reforms, 1921- 
1922. The percentage increases of Central revenues in 1941^2 and 1942 -43 
over those of the year 1937-38 are 37 per cent and 56 per cent respectively. 
Provincial Governments have benefited since 1937-38 by the sharing of 
personal income taxation and, in the case of the jute-growing Provinces, 
by obtaining 62 J per cent of the export duty on jute. Table I is also of 
interest as showing that Provincial revenues and expenditures have in¬ 
creased more than either those of Central or Local Governments between 
1921-22 and 1941-42. 

It is of interest to compare these expenditures and revenues with the 
national income. The general conclusion to be drawn from Tables III and 
IV is the comparative lightness of the burden of taxation and of expendi¬ 
tures. The V)urden of taxation, it will be seen, was much heavier in the 
depression years 1931-32 and 1932-33 than it was in 1941-42. 

The table, in short, brings out the truth of the statement that the 
public revenues can be increased without making the burden of taxation 
unduly heavy, a fact noted by Sir Walter Layton and Sir Otto Niemeyer 
abov(\. The burden in its lightness compares very favourably with the 
other Federations studied in the Report, even with the Union of South 
Africa where the burden is far from heavy. It must not be forgotten that 
in India as in South Africa the burden of expenditure on the social services 
such as unemployment relief is small. Both the revenues and the expendi - 
tures of all Governments in 1937-38 were the equivalent of only 13 per 
cent of the national income. In 1941-42 these percentages had fallen to 
10 per cent in tlie case of revenues, and 10 per cent in that of expenditures. 

Tables V and VI give the revenue system of India, all Governments, 
both in millions of rupees (Table V) and in percentages (Table VI). 

The main conclusions that may be drawn from these tables with regard 
to the revenue system are as follows : 

(1) The system as a whole is regressive. One may say markedly 
regressive. Consumption taxes form an important part of the revenue of 
all Governments. Progressive taxation in the form of personal income tax 
and supertax is only 4 per cent of the total, while company income 
tax and company supertax (corporation tax) are 2 per cent. Taxes on 
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real property account for 18 per cent of the whole, and of this by far the 
major part is land revenue, land revenue beiiifi 12 per cent of the total 
revenue of all Governments taken toj^ether. 

(2) As the taxation is largely on consumption the taxes entei in the 
main into costs and are not in a large degree on surplus, even if it be 
argued that the land tax is on surplus. 

(3) The revenue of the Centre is derived mainly from customs (35 per 
cent) and railways (27 per cent). Other sources of revenue are income 
tax (6 per cent), taxes on business (5 per cent), salt (8 per cent), excise 
(G per cent) and miscellaneous (13 per cent). It wil] thus be seen that the 
Centre depends to a very large degree on consumption taxes and to a 
comparatively small extent on the taxation of income and of business. It 
receives, too, a large source of revenue from railways. Railway finance 
was separated from the general finances in 1924 There is a fixed annual 
contribution from railways to general revenues of 1 per cent of the capital 
outlay, and this is a first charge on the net receipts of railways. In addition 
to this, a proportion, generally one-fifth, of the net surplus profits is 
credited to general revenues and the remainder transferred to a railway 
reserve fund. The large figures of revenue and expenditure which appear 
in the tables under railways are the net r(‘venue, i.e. gross receipts less 
working expenses, and under expenditure the debt charges only. 

(4) Provincial revenues arc mainly from taxes on real property 3G per 
cent (land revenue 31 per cent and forests 4 per cent), from excise 17 per 
cent, stamps 12 per cent, irrigation 11 per cciii, share of the export duty 
on jute 3 per cent, share of income tax 1 p(‘r cent, miscellaneous (entertain¬ 
ment, betting, electricity duties, etc.) IG per cent and subsidies from the 
Centre 4 per cent. 

(5) Local revenues to the (*xtent of one-third of the total are derived 
from taxes on real property, viz. lands and houses. The remainder is 
derived mainly, if not entirely, from consumption taxes on goods and 
services. Taxes on real property yield 32 per cent, taxes on consumption 
35 per cent, grants-in-aid 4 per cent, taxes on business 1 per cent, and 
miscellaneous sources 28 per cent of Local Government revenues ; Group 
IV 35 +28=G3. 

(6) A comparison with other tax structures shows that there is not as 
large a scope for income and business taxation as in an advanced industrial 
country. The chief source of revenue must be the relatively simple 
consumption taxes and the taxation of property, of which land taxation 
is the chief. Subsidies from the Centre since the Reforms do not play an 
important role — 4 per cent of the total revenue of the Provinces as 
compared with 8 per cent in Canada. In Local finance India depends on 
property taxes — one-third of her total Local revenue as compared with 
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TABLE V 

The Revenue System of India, All Govehnments, 1937-38 
(Ra. milliona) 


1 

(cntTiil 

Pnivimiftl 

Loral ^ 

Total 

Grout I. Progressive Tares 

Personal income taxes 

13‘H 

12-5 


88-3 

Suj)ertax (personal) 

14-7 



14-7 

Total, Group 1 . . . 

_ 

90-5 

12-5 


103-0 

Group II. Taxe^i on Real Property 

Land revenue . . . . i 

Id) 

264-0 


265-9 

IVovineiiil rates .... 



51-8 

51-8 

Taxes on houses and other real proper! \ | 



50-2 = 

50-2 1 

Kort'sts ..... 

M) 

28-5 


30-1 

Rents and sale of land 


11-4 

7-6 2 

19-0 

Total, Group JI . 

3-5 

303-9 

109-6 

417-0 

(^Roup III. Tares on Rv^wess ^ 




1 

Company ineorne tax 

aii-ri 

.. 


36-5 

Company supertax (corporation tux) . 

IS'K 



18-8 

Tax on jirofessions and trades . . ] 

• 


3-42 

3-4 

Total, Group III . 



3-4 

58-7 

(iuoi e IV^. (^hiifUj C'onhutnptwn Tajvrs ^ 

Ciis/mijs’ 

Imports : 





Liquor .... 

20'H 



20-8 1 

Motor spjiit . 

4.V(i 



1 45-6 ' 

Other .... 

345-4 

i 


1 345-4 

Exports 

17-7 , 

26-5 

1 ■ ■ 

44-2 

Miscellaneous . 

1-h 



' 1-6 

Sub total, Customs 

431-1 

26-5 


457-6 

K.in ‘Jf 

( ential : 

1 

1 


1 ! 


Supar .... 

1 33-3 


1 

1 33-3 

Matches .... 

20-0 



, 200 

Motor sjuiit .... 

12-2 



1 12-2 

Other .... 

11-1 



111 i 

Suh-tolal, Cential E\i Kse , j 

7H-() 



76-6 

Provincial : i t 

Liquor .... 

1-4 

103-4 

’ ’ 

104-8 , 

Opium .... 

0-4 

20-P 


20-5 

Cither .... 

0-3 

20-4 


20-7 

SuVi-total, Provincial Excise 

2-1 

143-9 


146-0 

Sub-total, Excise * 

78-7 

143-9 


222-6 
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TABLE V— {continued) 


1 

Central 

I’lDvuu nil 

linmil * 

Total 

other Similar Taxes and Licences . I 





Octroi ..... 



14 5“ 

14-,5 

Salt ..... 


0-1 


84-0 

Tobacco duties 


2-4 


2-4 

Opium ..... 

ni 



5-1 

p]ntertainment and bet tin . 


40 


4(> 

Automobile licencc.s . . . ’ 

(l-S 

150 


15-3 

Other taxes, licences and fees 



34 0“ 

3i-() 

Stamps : 





Non-judicial. . . . 

o-« 

3()-r) 


37-1 

Judicial .... 

0-S 

70-4 


71-2 

Ceneral .... 

2-3 



2-3 

Registration .... 

01 

11-0 


11-7 

Sub-total, Other Taxes and 





Licences 

!i;t 1 

140-() 

lH-5 

282-2 

Revenue from PuJdic Vtiht'ie'i: 





Railways (net). 

321)*,") 

0-2 


326-7 

Posts and telegraphs (net) 

12-!) 

1 


12-9 

Irri|j;ation (net) 

1 0-2 

03-2 


03-4 

Civil works (roads and bridi^cs) 

1 :r-2 

23-3 

27-() 

.54-1 

Electricity duties and lightin^^ rates 

1 • 

3-2 

4-0 2 

7-2 

Water rate .... 


1 

21 -0““ 

21-9 

Conservancy rates and receipts 

1 


10-()“ 

10-6 

Miscellaneou.s .... 

1 

1 

8-42 

K-4 

Sub-total, Revenue from Public 





Ctilities 

342* H 

110-0 

72-5 

535-2 

Defence Receipts .... 

1 52-5 

1 



.52-5 

Miscellnnef)us 

1 700 

70-1 

00-0 

246-0 

Total, Croup IV 

1 101)01 

1 510-0 

217-0 

1706-1 

Contributions from Stales . 

1 t)‘4 



6-4 

(^rants-in nid, etc. .... 

1 

31-7" 

12-5“ 

44-2 

Grand Total 

1224 H 

H58-1 

,342-5 

2425-4 

Less duplieatioii.s .... 

1 31()’ 

15-8« 


47-4 

Net Total ..... 

J103-2 

842-3 

342-5 

2378 0 , 


* Municipalities, Distnit anil Lni al Hit,nils 

■ Munir ipal only 

“ JrirhuUnK rluplli.itirni aiiiouiitiiiii; to Hs 4 bl iiiilliims (si i imh H) 

* ExclnriiiiK halt (KiMn Hfparttt4‘h lielnw) 

‘ ('liargCH for rrniutyal of niKht hoil a ijuaHi-sr wi raKi* r liar^i 

■ CoiiHists of Kh 31 4 niilliims of (£rants-iii-uul troiii Mu' Untnil (.uvi riiini nt aiiil lls (I > inlllinii of 
miHcellanoons nrljustinents 

’ Consists of Ks. 31 4 millions of Krants-in-aiil to the Piomucps anil lls 0 10 nilllion of ntisr ellaiieous 
ailjustnients 

* CoiiKlHls of Kh II 13 nnllions of Kianth-in-nul lo Munu ipalitii s anil Its I 01 millions for opium 
Bolil li^ the Cintral Ut tli(‘ I’rovineial (io\c‘riiiiunth 

Notf - We luiM* not la^r n able to rthtiin flifiires for Distrn t ami Coral Jloaiils as ili taileil as those 
for ottier Uo\ernmenth, partly beiaiise of the Jaek ot ulll^ormlt^ m tin presrntatlou of the fieeouiitH 
in the various Hrovmeial Hepnrts on I,oral AuthontuH 







TABLE VI 

The Revenue System of India, All Governments, 1937-38 ^ 
(Percentage distribution) 



Percentage Share 
of each Government 
in Total RevenucB 

Percentage Distribution 
of each Government’s 

Ee venue 


"3 

M 

fl 

O 

D 

Provincial 

IV.K31 

"a 

o 

H 

Central 

Provincial 

Local 

3 

o 

H 

Group I. Progressive Taxes : 

Personal income taxes . 

Supertax (personal) 

Total, Group I . . . 

86 

100 

88 

14 

12 


100 

100 

100 

6 

1 

7 

1 

1 


3 

1 

4 

Group 11. Taxes on Heal Property 









Land revenue .... 

1 

99 


100 


31 


12 

Provincial rates .... 



100 

100 



15 

2 

Taxes on houses and other rent proptTt y 



100 

100 



15 

2 

Forests ..... 

5 

95 


100 


4 


1 

Rents and sale of land . 


60 

40 

100 


1 

2 

1 

Total, Group II . 

1 

73 

26 

100 


36 

32 

18 

Group III. Taxes on Business . 









Company income tax 

100 



100 

3 



1 

Company supertax (corporation tax) . 

100 



100 

2 



1 

Tax on professions and trades . 



100 

100 



1 


Total, Group HI 

94 


6 

100 

5 


1 

2 

Group IV. ChiefJy Co7ismnption Taxes 
Customs : 

Imports : 









Liquor .... 

100 



100 

2 



1 

Motor spirit .... 

100 



100 

4 



2 1 

Other .... 

100 



100 

28 



14 1 

Fxport.s .... 

40 

60 


100 

1 

3 


2 

Miscellaneous .... 

100 



100 





Sub-total, C'lisloms 

94 



100 

35 

3 


19 

Excise . 

Central: 







1 


Sugar .... 

100 



100 

2 



1 

Matches .... 

100 



100 

2 



1 

Motor spirit .... 

100 



100 

1 



1 

Other .... 

100 



100 

1 




Sub total, Central Excise 

100 



loo 

6 



^3 










Provincial: 









Liquor .... 

1 

99 


100 


13 


4 

Opium .... 

2 

98 


100 


2 


1 

Other .... 

1 

99 


100 


2 


1 

Sub-total, Provincial Excise 

1 

99 


100 


17 


6 

Sub-total, Excise 

35 

66 


100 

^ 6 

17 


9 

-- _ 




_ 


L_ 

_ 

_ 


* Sec notes to Table V. 
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Pcrcfiitage Shiri' Percontajie Distribution 

i»f each (lovprmiient of each Government's 

Ill Total ReMuiiiBS Kfvemie 








- 

- 

— 



S 




*5 


1 


2 

c 

r; 


"rt 

’c3 

ll 

c 





£ 


o 

H 

a 

OJ 

o 

o 

b 

Hi 

o 

H 

Other Similar Tare.? nnr/ Licences : 









Octroi ..... 



100 

100 



4 

1 

Salt ..... 

100 



](K) 

8 



3 

Tobacco duties 


100 


100 





Opium ..... 

100 



100 




■ • I 

Entertainment and betting 


100 


100 


1 



Automobile licences 

2 

98 


100 


2 


1 

Other taxes, licences and fees 



100 

100 



10 

2 1 

Stamps : 









Non-judicial .... 

2 

98 


100 


4 


2 ' 

Judicial .... 

1 

99 


100 


8 


3 

General .... 

100 



100 




■ ■ 1 

Registration .... 

1 

99 


100 


1 


1 

Sub-total, Other Tnxes and 









Licences 

35 

54 

11 

100 

8 

16 

14 

12 

Rpienucfrom Public Utilities: 









Railways (net) .... 

1 100 



100 

27 



16 

Posts and telegraphs (net) 

100 

■ ■ 


100 

1 



1 

Irrigation (net) 


100 


100 


11 


4 ' 

Civil works (roads and bridges) 

0 

43 

51 

100 


3 

9 

0 

" 1 

Electricity duties and lighting rules 


44 

56 

100 



1 


Water rate .... 



100 

100 



6 

1 

Conservancy rates and receipts 



100 

100 



3 


Miscellaneous .... 



100 

100 



2 

1 

Sub-total, Revenue from Public 









Utilities 

64 

22 

14 

100 

28 

14 

21 

23 ' 

Defence Receipts 

100 



100 

4 



2 ' 

Miscellaneou'i .... 

29 

32 

39 

100 

6 

9 

28 

10 

Total, Group IV . 

60 

1 28 

12 

100 

87 

69 

63 

75 1 

Contributions from States . 

100 



100 

1 



• • 1 

Grants-in-aid, ete. . 


72 

28 

100 


4 

4 

2 

Grand Total .... 

51 

36 

14 

100 

100 

100 

100 

101 

Less duplications .... 

67 

33 


100 

3 

2 


1 

Net Total ..... 

50 

36 

14 

100 

97 

98 

100 

100 


1 







_^1 


nine-tenths in Canada — and on consumption taxes and services — 63 per 
cent as compared with 8 per cent in Canada. MmiicipaUties obtain, as in 
the Union of South Africa, a considerable revenue from public utilities. 
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Public Expenditures 

Tables VII and VIII analyse the various categories of Government 
expenditures and the division between the Centre, Provinces and Local 
Authorities. As Government activity and tin* public finance system have 
developed, those tables are of considerable interest. The analysis of the 
nature of expenditures is also important, as is the variation in the stan¬ 
dards of Provinces in regard to expenditures.^ Several interesting con¬ 
clusions may be drawn from the data. 

It is unnecessary to refer to the various categories of Government 
expenditures as these have been described in Chapter II of the Enquiry. 
TJio primary functions, regulative and jjrotective, amounted to the high 
figure of 58 per cent of the (net) total, 67 per cent of Central expenditures, 
54 per cent of Provincial expenditures and 24 per cent of Local expendi¬ 
tures. In the same year in South Africa j)rimary functions were 40 per cent 
and in Canada 52, and India, therefore, incurred expenditure on the 
j)rimary functions of GoverniiKuit at least as high in proportion to her 
wealtli and income as advanced countries in the West and elsewhere. On 
the other hand, ex])enditure on the social services, such as education and 
public health, was only 15 ])er cent as compared with 36 per cent in Canada, 
33 per cent in the Union of South Africa, 29 i)er cent in Australia and about 
41 ])er cent in the United Stat(‘s. India has none of the expenditures which 
have transformed the ex])en(litur(‘ structures of some Federations since the 
great depression — ex])enditures on unemployment relief. Expenditures 
on development are r(‘lativt‘ly high. Transfer (‘xpenditures which do not 
directly add anything to the national income (e.g. exj)enditiires on relief 
and other public welfare, pensions, and interest on unproductive debts) 
are small. 

It is iK'cessary to refer to certain heads of expenditure in some detail. 
Defence is high — 22 per cent of the expenditures of all Governments and 
43 })er cent of the Central (h)verniiient’s expenditure. In the same year 
(1937 38) defence expenditure (gross) was 2-8 per cent of the national 
income. (N(‘t defence’ expenditure, i.e. defence expenditure net of defence 
recei})ts, as given in Table III, was 2-5 per cent of the national income, 20 
pen c(Mit of total, and 39 per cent of Central Government expenditure.) 
The ratio of 22 per cent is high in part because other kinds of expenditure, 
e.g. on relief and on unproductive debt, are low. The heaviness of the tax 
burden depends very largely on the nature of public expenditures. Wise 
expenditure, for example, on the social services, especially on education 
and public health, may increase the productive power and, therefore, the 
taxable capacity of the country. Defence expenditure is, of course, 

^ 8t'e alau Part III, Tables 5 and 6. 



TABLE VIJ 

Public Expenditures from Revenue, Aj.l (Uovehnments, 1937-38 
(Rp. millions) 


1. Primary Functions : 

Civil administration, Irgislation and 
justice ..... 
Pensions ..... 
Debt services .... 
Defence ..... 

Total, Primary Functions . 


r 


2. Secondary Fuixctions : 

(1) Social Services : 





Education .... 

!»-2 

117-2 

87-7 

214-1 

Public health .... 

44 

51-9 

83-9 ’ 

140-2 

Other ..... 



l-b 

1-b 

Sub total, Social Serviccft 

13() 

1()91 

173-2 

3r)5-it 

(2) Developmental : 





Ra,ilwa\a .... 

299 0 



299-0 

Aviation .... 

21 



2-1 

Posts and telegraphs . 

7(1 



7-b 

Broadeasting .... 

1-4 



1-4 

Tivil works * . 

250 

83-2 

()0-3 

108-5 

Agriculture and irrigalion 

tv7 

8H-2 


94-9 

Industries .... 

0-8 

101 


10-9 

Co-operation .... 

0-1 

0-2 


1 0-3 

Other ..... 

1 


1 7-3 

1 

7-3 

iSub-total, Developmental 

342-7 

187-7 

1 

()7-b 

59B-0 

(3) Misvellftneous. 

10-2 

29-5 

19-8 

59-4 

Total, Secondary Functioii.s 

1 3()b-5 

3K(i-3 

2()0-0 

1013-3 

Grants and contributions 

1 

I ;ji« 

1 



31-ti 

Grand Total .... 

1224-H 

832-5 

341-5 

23!)8-7 

Less grants and contributions 

31-0 1 

IM " 


42-7 

Net Total ..... 

1193-2 j 

821-4 1 

341-5 

2350-0 


* Municipahtioe and Dihtnrfc and Janal Boardw. 

* W'e have not been able to obtain liioircH for Diatncfc and Local Itt)arrlH an detailed a« Ihosc for 
otlier Governments, partly because of the lack of uniformity in the preHenl.atiou of the accounts in the 
various Provincial Reports on Local Authorities. 

■ Includes ^\ater supply, drainage and conservancy (removal ot night soil). 

* Roads, bridges and buiidings. 

® This sum exciudes the shares ol income tax and of tiie export duty on jub^ which belong to the 
Provinces as of riglit (see Table V). Thi share of income lav was Ks. Ti 'i inillionK and that of the 
export duty Rs ‘20 5 millions foi Ihll? dH Tlie llguri* for “Grunts ami ( ontributloiiH “ imludes 
Rs. HI 43 millions of grants-in-aid from the Central to Proylneial (iuyernmeiits and Rs 0 10 million of 
miscellaneous adjustments between the Central ami Provineiul (Jn\ernineiits. Grants from Central 
and Provincial to Local Governments aie not slnmn as separate headings in the Finame aiul Revunuo 
Accounts. * Grants from Government to Municipalities (sec tootiiote 2). 


( eniral 

Prov ineial j 

1 

Lm al * 

1 Total 

121-7 

1 309-9 11 

1 

1 

29-0 

()2-!t 1 

1 SO-9 

1 H27-H 

1500 


520-0 

■■ ‘J 


520 0 

820-7 

446-2 1 

80-9 = 

1353-8 





TABLE VIII 

Public Expenditures prom Revenue, All Governments, 1937-38 ^ 
(Percentage distribution) 



i of each Government 

of each Govemment’fi 


1 in Total Expenditures 


Expenditure 








"o 

d 





■> 

"3 

Cj 



> 

a 

o 

3 


Qj 

Q 

u 

O 

1-5 

H 

□ 

£ 


H 

1. Prirmry Fanciiotis : 









Civil administration, legislation and 









justice ..... 




100 

10 

44 


1 

Pensions ..... 




100 

2 

8 

24 

y 36 

Debt services .... 




100 

12 

2 

1 

Defence ..... 

KX) 



100 

43 


] 

22 

Total, Primary I'unctions 

01 

33 

6 

100 

67 

54 

24 

58 

2. i^fcoudary Finictioths: 









(1) i'^ocial .■ 









Education .... 

4 

55 

41 

100 

1 

14 

26 

9 

Public health .... 

3 

37 

60 

100 


6 

25 

6 

Other ..... 



100 

100 





Sub-total, Social Services 

4 

47 

49 

100 

1 

20 

51 

15 

(2) Develojimental : 









Railways • . . . | 

100 



100 

24 



14 

Aviation .... 

100 



100 


1 



Posts and telegraphs . . . ^ 

100 



100 

1 1 




Broadcasting .... 

100 



100 

1 




Civil works . . 1 

Jf) 

49 

36 

100 

2 

10 

17 

7 

Agricidture and irrigation . 

7 

93 


100 

1 

11 


4 

Industries . . . . 1 

7 

93 


100 


1 



Co-operation .... 

1 

99 


100 

’’ 1 

1 



j Other . 



100 

100 



2 


Sub-total, Developmental 

57 


11 

100 

28 

23 

19 

25 

1 (3) Mi.'^cdlaneoys • . 

17 

50 

33 

100 

1 

, 3 

6 

3 

1 

1 Total, Secondary h^unetiona 

3t) 

38 

26 

100 

30 

46 

76 

43 

Grants and contributions . 

100 

i 



100 

3 



1 

Gra.nd Total .... 

1 

35 

14 

100 

100 

100 

100 

102 

Leas duplications .... 

! 

26 


* 100 

3 

1 


2 

1 Net Total ..... 

\ 51 

1 

14 

100 

1 

1 

, 99 

100 

^ 100 ' 

1 


1 

i 1 

1 



* see nutea to Table V. 
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necessary for the security required for the development of production. 
Unless, as in Germany and Russia, the making of munitions is conducted 
on so large a scale that it leads to full employment, such expenditure does 
not increase productive power. In India, however, since 1941, 1500 
engineering workshops, including 23 railway workshops, have been pro¬ 
ducing on a large scale. Such defence expenditure now shows a stimulated 
production, employment and taxable capacity similar to those in the 
above mentioned countries. Although the present daily rate of expendi¬ 
ture on defence is Rs. 40 lakhs (£300,000) as given in the Budget speech 
for 1942 43, such stimulation will not be coin})arable with that in Western 
countries where the jper capita expenditure is at least 200 times as great. 
The net expenditure figure for defence in Table III (as well as the figure 
in Table VII) gives the expenditure from revenue only. In this coimexion 
it may be of interest to note that “ the gross expenditure on defence 
services and supplies expected to be brought to account in India’s books 
for the year 1941^2 amounts in all to Rs. 300 crores, of which, after India’s 
share as shown above has been deducted, the balance of nearly Rs. 200 
crores is borne by His Majesty's Government. This latter figure does not 
include the value of equipment supplied and other services rendi^red by 
His Majesty’s Government without charge.” ^ 


TABLE IX 

Indian Defence Expenditures compared witu ttiose 
OF Other Countries, 1937-38 



l*crcciitaK(‘ of 
(lOVfriiiiieiit Kxix'iiilit iircs 

l’iT(‘pntaKi‘ nt 
Natirmiil liironu* 

India 

22 

3 

Great Britain 

26 

fi 

U.S.A. 

13 

1 

Canada 

6 

1 

Australia . 

7 

1 


The burden of defence is absolutely and relatively large and a very 
important factor in the Indian financial situation. 

India’s expenditure on education is 9 per cent of tlie total Government 
expenditures, 14 per cent of Provincial expenditures and 26 per cent of 
Local expenditures. This is relatively, as compared with other Federa¬ 
tions, a low figure. The expenditure fell after the depression and some 
Provinces have been spending less than others on this great nation¬ 
building department. As will be seen from the tables compiled — Tables 
6 and 13 of Part III — the inequalities between Province and Province 

^ Finance Member’s speech on introducing Ihe Budget ])roj>osalH for 1942-43, Guzette 
of India, 28th February 1942, para. 18, p. 288. 
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are obvious. Even making allowanres for the fact that with a vScattered 
population it costs more to run a Province than one in which there is a 
dense population, because more teachers are required per head of popula¬ 
tion and other costs are correspondingly higher, the disparity in 
expenditures per head of population is so great that it cannot be due 
entirely to these considerations. The raising of the standard of living and 
of production by mori* and better education cannot be done merely by 
expenditure on education, as better teachers, etc., arc required. The 
Repoii of the Indian Statutory Commission’s Auxiliary Committee on 
Education pointed this out clearly. There is a great wastage, as, for 
example, only a small proportion of those who are at the primary stage 
reach Class IV in which the attainment of literacy may be expected. 
Moreover “ Powers liave been devolved on local bodies in such a way 
that the Ministers responsible to the legislatures have no effective control 
of the expenditure of money voted for mass education The develop¬ 
ment of educiation is thus a policy reciuiring great discrimination. At the 
Camsus of 19111, it may be recalled, the number of literates per 100 
males of 5 and over was 15-6 and per 100 females 2*9, and literacy means 
the al)ility to read and write a postcard in any language. Literacy in 
England in the same Census covtued only 3-25 million males and 0-39 
million females. As compared with the other P’ederations studied in this 
book, it will b(‘ secui that the percentage expenditure by Provinces and 
Local Authorities is very small, and in no sphere of expenditure is there 
likely to l)e so great a change after the war as in the sphere of education — 
primary, secondary, technical and university. There will be indeed a 
revolution of thought in this which will have wider and deeper results than 
the Reformation. As Cardinal Richelieu wrote of France in the seven¬ 
teenth century : “ When 1 have regard to the majority of those who 
profess to teach, and the multitude of children who art* taught, I seem to 
see an inhnite crowd of sick who need nothing but a draught of clear, 
sweet water for their h(*aling. Yet so uncontrolled is the thirst which 
affects tlu'in that, accepting indifferently all cups which are presented to 
them, the grt'ater part of them drink from tainted, and some even from 
j)oisoned, sources ; thus increasing their thirst and their malady, in place 
of assuaging both.” It is the clear sweet water of real education that is 
required to-day. 

Table 13 (India) in Part III show^s at a glance the expenditure on 
education by Provinces in 1937 -38. The inequalities in revenue and in 
expenditure are very striking, and they are further brought out in 
Tabh' X opposite, which shows the total expenditures, together with the 
perc(‘ntage increase since the Reforms, on education, medical relief and 
^ Education Report (Cmd. 3407, 1929), pp. 345 and 347. 
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public health in the three principal acrrieultiiral Provinces anil in tlie 
two chief industrial Provinces. The smaller Provinces show the same lack 
of development as Benp;al. 


TABLE X 

Total Expenditures and the Expenditures on Education, Medical Belief 
AND Public Health in the Three Puincipai. Aoud ulti rvl Prdvincks 
AND the Two C'hief Industrial Promni ks 

j A. Lakhs of Bupef-s 


0)21-2;: ‘AH 


Pro vi nee 

I’otal 

Eiluratioii * 

Medieai Kelnd 
and PiiIiIk 

1 

'l\dal 

Liliii .lOon ' 

.Medical IMief 
and Piil)Ih' 
Dealt I) 

Madras 

1274 

143 

84 

ir)H3 

_ 

258 

139 

Punjab 

881 

87 

41 

047 

160 

66 

United ProvinecH. 

1149 

151 

52 

]2:o 

206 

57 

Bengal 

1048 

119 

74 

1 1IH3; 

137 

83 

Bombay 

1502 

171 

i_ 

74 

1 1 

168 

68 


B. Percentage'i 



Peiccnta^ic ol 

Total ExpLMiditure 

■ Pi ri 

entuKi Jncicasc 

Province 

Education 

^ M 

‘ilii al, i tt 





- 




Total 1 

hdiiiMtiDn 

Medical 


l')21-22 

wrM :iK 1 1921 

22 1 9:J7 98 




Madras 

11 

16 

1 7 

1 9 

24 

80 

65 

Punjab 

10 

14 

1 5 

1 

6 

30 

84 

61 

United Provinees. 

13 

17 

1 5 

5 

7 1 

36 

10 

Bengal 

11 

12 

1 ^ 

! 7 

13 

15 

12 

Bombay . . ^ 

11 

14 

5 

1 

I « 

19 

- 2 

8 


^ TIh’HC HKiires I'vpi iidituri* oii sdniOlW ili p.u(niinh. 


The Indian Statutory Commission pointed out tliat to say that the 
system of public education in India was top-heavy was an old standing 
complaint. The fact that Bengal spends more on university than on 
primary education is significant in this connexion. It is also x>oint(‘(l out 
by the Commission that “ the system of higher education is not adjusted 
to the social and economic structure of the country, and that its educated 
or partly educated output is greatly in excess of the country’s capacity to 
absorb it, whether in public employment, or the professions, or commerce 
and industry, and consequently that it leads to great disappointment and 
discontent The Indian Statutory Commission considered that there 

* Report of the Indian Statutory Commission, 1930 (Cmd. 3568, 1930), vr»l. i, p. 388. 
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was much evidence of waste and ineffectiveness in mass education and of 
defects of direct control and administration to which such waste was 
attributable. ‘ ‘ In the field of secondary education ”, said the Commission, 
“ the problem of guiding the system into the profitable channels of a good 
general education is complicated by the peculiar patronage exercised 
over the high schools by the universities in respect of their recognition, 
resulting in an undesirable dominance over both objective and curriculum. 
The narrowness and uniformity of high-school courses is largely attribut¬ 
able to university influence. But a consideration of the last quinquennial 
reviews issued by the provincial education departments indicates that, 
even on the narrow and unfruitful lines which are too commonly followed, 
the instruction is not effective and that the educational value obtained 
foi‘ public money and effort is proportionately small. Many pupils are 
admitted and retained and promoted from class to class in high schools, 
who are incapable of profiting by the instruction provided. The pay and 
conditions of service and the qualifications of the teachers are often very 
unsatisfactory, and complaints of their attitude towards their work are 
numerous. The impression, indeed, is left that the education departments 
have had little success in their attempts to improve the curriculum and 
teaching in secondary schools and are far from satisfied with the existing 
standards.” ^ 


LocxlI Expenditures 

Local expenditures are mainly for social services — 51 per cent, of 
which education is 26 per cent and public health 25 per cent of the total. 
Civil works (roads, bridges and buildings) account for another 17 per cent. 
Of the remainder 24 per cent is on administration, pensions and debt 
services, 2 per cent on various municipal undertakings and 6 per cent on 
miscellaneous items. In Part III of the Enquiry — Tables 7 to 10 — will 
be found the detailed tables on Municipalities and on District and Local 
Boards. 

A description of the striking features of Indian Local expenditure 
would require a volume in itself. Unfortunately this is a branch of Indian 
public finance which, so far, has been neglected. It has been most difficult 
to get at the facts of Local finance in each Province and the figures in the 
preceding paragraph and in the tables mask the great and interesting 
differences in Local finance which space forbids us to set out. We are 
driven to the conclusion that a specialised study of Indian Local finance as 
it applies to certain Municipalities and to particular Provinces or to a 
particular part of a particular Province would not only yield new facts, 
but new kinds of facts. There is a considerable difference in the expendi- 

^ Op, cit. p. 388. 
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tures of Municipalities, District and Local Boards by Provinces, as will be 
seen especially in Table 10 of Part III. There is also a considerable differ¬ 
ence in the expenditures of such lar^e Municipalities as those of Calcutta, 
Bombay, Cawnpore and Ahmedabad as compared with those of smaller 
Municipalities. The expenditure from revenue of Municipalities, of which 
there were 758 with a population of about 22 millions, was Rs. 180* 1 
millions in 1937-38. The corresponding figure for District and Local 
Boards was Rs. 161-3 millions. It would be better in studying Local 
expenditures to consider them in relation to Provincial revenues and 
to the amount of services supplied through public, rather than private, 
agencies. There are certain special circuinstances which may make 
direct comparison between two Provinces misleading. In order to 
provide an accurate picture of the financial position, Provincial and 
Local revenues and expenditures should be combined. This is par¬ 
ticularly necessary if comparisons arc to be made between Provinces, 
owing to variations in the division of responsibility for such functions 
as education and road maintenance. Althougli variations in the division 
of responsibility for the social services and roads are not so great as 
in Canada, they vary widely both as between Provinces and in a Pro¬ 
vince as between different periods. There is a trend to the assumption 
of an increasing share of the cost and increasing responsibility for adminis¬ 
tration by the higher layers of Government. This feature, however, is 
noticeable in other Federations studied in this Enquiry. Nevertheless, 
Local expenditure is of great importance, and its inadequate development, 
particularly in rural areas, is one of the characteristics of the Indian 
financial system. 


DcM Charges 

Debt charges amount to about 8 per cent of Government expenditure 
— 12 per cent of the Central expenditures, 2 per cent of Provinc/ial 
expenditures and roughly 5 per cent of Local expenditures. Of the funded 
and unfunded debt of India,^ which amounted at the end of 1937 38 
to Rs. 12,331 millions (£925 millions), Rs. 4798 millions (£360 millions) 
was contracted in England. The greater portion of the debt has been 
used for financing the construction and acquisition of railways and the 
carrying-out of irrigation works, so that most of India’s public debt is 
productive. On 31st March 1938 and 1941 the public debt of India was 
as follows : 

^ These figures refer to debt and obligations of the Central and Provincial Governmenta 
only. Cf. Table XI. 



TABLE XI 


Dj!.bt and Other Obligations of thf Central and Provincial 
Governments oi India 


JKt March DHH j 31st March iOIl 

A. ( ENTRAL Go\ernmi<nt (the (government of I 

India) I 

1 lnitr€st heariruj Ohlufations 



1 In India (a) Public Debt 

R millions 1 

Its millions 


Permanent debt ^ 

4,384 

5,746 


] loating debt ^ 

380 

849 


T otal Pii blic Dt bt ^ 

4,764 

6,595 


(^) Other Obligations 
Unfundtd debt ^ 

2,181 

1,989 


Dcpreeiatioii and 

rcsfivt fiimls ** 

233 

449 


J ot il Othc r Obbga 
tions 1 

2,414 

2,438 


'I ot.il 111 Indu 

7,178 

9,033 


2 In Liigl ind (rt) Do ins 

£ milllniis 

298 

£ millinns 

209 


(fj) Other Items" 

62 

50 


d otal m Engl ind 

360 

259 


lotil 111 laighnd lonverted into Rs it 

Rs millions 

Jts millions 


il Rs l.‘H(ipprox) 

4,798 

3,448 


d ot il Intirest be inng Oblig itions 

11,976 

12,481 


11 A 07/ /n/( rfy/ fjfar/nt/ ^ 

4 

28 


\ loi A], ( 1 NTRAI CiOVIRNMINJ 

11,980 

12,509 

B 

JblDVINCIAI (lOvniNMINlS ® 

Debt of the Provirucs 

1 374 

1,444 


Unfiiiult d di hi ® j 

224 

256 


lotil Obligitions of the Pro\ lines 

1,598 

1,700 


Less Loins from the ( eiitial Cjioicrnment 

1,247 

1,206 

B 

lOTAI Nil OmiGATIONS ()l Tilt PROVlNri S 

351 

494 

Grand lt)i vi Debt and Othei Obligations of tin 
Central tnd Pro\incial Cioverii 
ments 

12,331 

13,003 


1 


‘ Piimanciil Dibl is ihbt raisi I l^ crniuciit in tlic open market ^vhich it thi time Mheo 
it is nlsiil lias a iiirriniv it iiion tlmii livtlic months 

■ H latinir Ui bt is debt luth n iiiriiiui of not inort tliiu tueht months including Ways 
and All iiH \il\nnuH from the Rtsirvo H ink of Inili i 

® 1 vduding non intirtHt blaring items 

* liu Iiiiies I'ost Ollu L savings b ink ill posits Post Olhu iirtifiuittfa State provident fiinilH deposits 
ol Sirviic fiintls in India and similar accounts 

* Jmliidis vaiious riihv i\ and lighthouses and lightships ristrve funds 

■ Iniludis liibilitv loi Mntish (.dm mini nt i pir tint M ir Loan tiktn over b\ India railway 
unnuitiis and dip isits or sirviii funds in Inglnnd 

^ Inibulls imilihmd bilaiius i 1 dd loins ii itiln 1 tor lisiliirgi and in IddO 41 Us 23 4 millions 
of ml I rest frit ib li nu bonds 

■ InLliidnig tin t oorg VLlmmistration 

* Maliilv proMilLiit funds 
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Thore is more in the philosophy of this table than is flreamt of by tlie 
ordinary reader. In the first place, behind this debt is the earning capacity 
of the commercial departments — the railways, posts and teh‘graphs, 
irrigation (which is a provincial subject), ports, I'annls, etc. The public 
debt in this sense is productive and is only a formal obligation of the 
Government of India. The concerns, in short, nu‘et the interest, and often 
much more than the interest, on the. capital invt‘sted. A Memorandum on 
the Public Debt of India, prepared in 1942 by the Financial Department 
of the India Office, points out that out of the Hs. 1248 crores of interest- 
bearing obligations of the Government of India as on 31st Marcli 1941, 
Rs. 732 crores represent capital invested in the railways, Rs. 31 crores 
that invested in the other quasi-commercial departments, Rs. 121 crores 
interest-bearing loans to th(‘ Provincial Gov(‘rnmerits, and Rs. 19 crores 
other interest-bearing loans, including advances to Indian States. Thus 
the Rs. 1248 crores (£930 millions) of interest-bearing obligations of the 
Government of India are covered by interest-yielding assets to the extent 
of Rs. 903 crores (£077 millions), or 72 per cent. Rut over and above this, 
the commercial departments yield a substantial profit to the Govm’nment, 
which in the case of the railways alone amounted to about Rs. 19 crores 
in 1941-42, and is estimated at Rs. 20 crores for 1942 43. To cjuote the 
Memorandum : 

The gross interest on all obligations of tJie (loveniment (d India (rupee 
and sterling combined) in 1941-42 was Rs. 40 crores. Th(‘ uniunnt oF interest 
charged to railways and other eoininereial (.lepartnumts and to Provincial 
Governments and other bodies to whom int(‘rest-bearing advances liav(‘ h(‘cn 
made, was Rs. 34 crores. The net inter(‘st left to be met from general r(‘vi‘nues 
was thus only Rs. 6 eror(‘s £4J millions. Against this, hr)wever, ther(‘ 
accrued to general revenues a net ])rofit Ironi railways and other conim(‘reial 
departments (arrived at after charging them with full intcr(‘st) amounting to 
Rs. 22 crores £16A millions. It will thus be seen that the interest j)ayal)le 
on the whole of tlie public debt of India in tlie widi'st sense* is much more 
than covered by the int(‘rest plus tin* additional net/ revenin* derived by tin* 
Government of India from its various interest-earning assets. 

It is true that in the ease of the Central Government [iroductive ” 
is hero taken to include interest-b(‘aiing loans to Provir)e(‘s and Indian 
States, which, from the point of view of the latter, may or may not be 
productive in the sense of producing their own interest. In jioint of fact, 
however, the position is as follows ; On 31st March 1941 the total debt of 
the Provinces (other than provirhmt funds and similar unfunded debt) 
was Rs. 144-4 crores, of which Rs. 120-r) crores consisted of loans from the 
Central Government. Against this, the Provinces had Rs. 124 crores in¬ 
vested in ])roductive irrigation works and edectricity schemes which, during 
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1940-41, yielded a net revenue (including interest) of Rs. crores. The 
Provinces, like the Central Government, make a gain over and above their 
debt charges. Table XIII shows that in 1937-38 Madras, Bengal, the 
Punjab, the Central Provinces and Sind made a profit out of interest on 
their invested capital even after paying the fixed charges on their own 
obligations of all kinds. The following tables give the debt charges for the 
Central Government (Table XII), and for the Governments of the eleven 
Provinces and the Coorg Administration (Table XIII) : 

TABLE XII 


Central Government of India, Debt CHARnEs ^ 
(Laklis of Ra.) 



1937 .18 

1940-41 

A. Interest on Ordinary Debt ; 



1. Rupee debt ...... 

1886 

1942 

2. Sterling debt ...... 

1661 

1605 

Total, Ordinary Debt ..... 

3546 

3647 

B. Interest on Unfunded Debt ^ . 

1016 

656 

C. Interest on Other Obligations “ . . . . 

98 

172 

Total, Gross Interest on all Obligations 

4660 

4375 

D. Transfers (to be deducted) : 

1. Amount transferred to commercial departments in 
respect of interest on capital: 



Railways ...... 

2807 

2767 

Posts and lelegra])bs .... 

72 

69 

Irrigation ...... 

8 

7 

Salt. 

4 

4 

Other departments ..... 

3 

3 

4\)tal Interest tran.sferred to Commercial 



Departments ..... 

2894 

2850 

2. Interest i)aid by Provincial Governments 

494 

524 

M. Commuted value of jiensions .... 

24 

23 

Total Transfers ...... 

3412 

3397 

Balance, being Net Interest on Debt and other Obligations 



of the Central Government ..... 

1248 

978 


* ^Vurcf’.--Coniblnod I’inauro iiml IlcM'iiiu* Ai'touiil.s ut tlie Central and Froviiuial Governinenta 
In India for the years lD37-aH and 1940 41. 

“ See Table XI, note 4. 

® See Table XT, note r». 
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Scmrc«.—CombiDed Finance and Revenue Accounts of the Central and Provincial Governments in India for the 5 ear 1937-38. 

Cons^ts of interest on State p^o^'ident funds, siiecial loans and Treasury notes. 

Consists of interest on advances from the famine rehef fund, deposits of depreciation reserves of Government commercial undertakings and otlier items. 
A minus sign means a surplus on balance and not an obligation. ‘ Includes C, Interest on other obligations (I lakh of B.a.). 
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Repatriation of Sterling Debt 

India like some of the self-governing Dominions has been extinguishing 
her external debt 'at a greatly accelerated rate as a result of the war. 
India in this respect takes pride of place. The only other country com¬ 
parable with India is South Africa which has reduced her sterling debt 
from £101 millions (1939) to £21 millions (1943). Most of the sterling has 
been repatriated by the cancellation of sterling loans and their replacement 
by rupee loans. India’s sterling debt was incurred, it may be remembered, 
for the creation of productive enterprises such as the Government-owned 
railways and the irrigation schemes which have added 32 million acres 
to the fertile land of India. Surplus of receipts has exceeded the interest 
payable on the debts and India, by loans, has acquired permanent assets 
yielding a return that relieves the taxpayer of interest on debt. No 
other country in the world is in so favourable a ]K)sition. This pro¬ 
cess has been rendered possible as a result of the accumulation of sterling 
balances by the Reserve Bank of India owing to payments by the British 
Government for w'ar })urposes. By means of various v(‘sting orders made 
by the British Treasury (by wdiich tin* Treasury takes over various 
Indian sterling loans from holders in Great Britain), and repayments 
by the Government of India of loans falling due, the greater part of India’s 
sterling stocks w(‘re liquidated by 31st Marcli 1943. Before the w\ar the 
sterling debt of the Government of India, ineluding railway debentures, 
stocks and annuitic's, was of th(‘ order of 1-370 millions. By the end of the 
financial y(‘ar on the 31st March 1941, this had i)een reduced to £240 
millions. After the repayment of the 3^ per cent sterling stock on 5th 
January 1943, the total w’as reduced to £66-2 millions. As a result of the 
repayment or red(‘m])tion of various raihvay debentures announced in 
January 1913, this totnl is nnluced by a further £27-25 millions. The 
arrangement wdth the British Treasury whereby a lump sum has been paid 
to it to provide the service of the railwway annuities reduces the out- 
stamling sterling debt by a further £27 millions. The balance outstanding 
on the 31st March 1943 was therefore only £12-25 millions, a negligible 
sum. Th(‘ Finance Member, in pointing out this historic fact in his 
Budget speech of 27th February 1943, stated that “ India has completed 
the transition from a debtor to a creditor country and extinguished within 
the brief space of about three years accumulations over decades of its 
public indebtedness to the United Kingdom The sterling interest 
charges, wdiich amounted to £13 millions in 1936-37, to £12|^ millions in 
1937 38 and to £12 millions in 1940 41,^ have been reduced to about £2| 

^ £12 inillions is ‘ Total Iiitrivst on Storling Drlit ”, as shown in the Finanne and 
Acroiints, hut only £11 millions h artual interest paid in sterling. 
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millions in 1943-44.1 The total interest paid on the sterling debt in the 
year ended 31st March 1939 was, it may be noted, £12-5 millions. The 
sterling debt, therefore, was slightly less than the amount of interest 
paid on the sterling debt in 1938-39. The sterling balances are mounting 
so high and at so rapid a rate that it is now possible to consider the 
capitalising of the liability for pensions pa 3 ^able in sterling. This would be 
to the advantage of India which would not have to meet a recurring future 
liability and would thus avoid remittances from India to (Ireat Britain. 

The Effects of War on the Fmancial Sifst^m 

The Budget of the Government of India for 1942 43 reflects the eflects 
of the war on the Indian national economy and on the system of public 
finance. There were, as Tables I and III show, incrc'ases in both public 
expenditures and public revenues, notablv at the Centre There were, 
however, no spectacular changes as in Great Britain and in the United 
States. There were, for example, no taxation of agricultural incomes 
and no system of death duties or, as in Canada and Australia, sales 
taxes at the Centre. The war brought great increases in taxation but 
it did not lead to great changes in the tax structure or in the financial 
relations between Federal and Provincial authorities or between Provincial 
Governments and Local Authorities. It did lead, however, to changes 
in the public debt structure as has been shown in the immediately 
preceding paragraphs. Like Britain, India is relying on its peace-time 
tax structure, supplemented by such emergency taxes as the excess 
profits tax and increased rates in regular taxes and duties, notably 
in the field of income tax and surcharges on customs. Owing to the 
large, very large, expenditures in India in connexion with the war (in 
1937-38, the pre-rearmament year, such expenditures would have been 
considered as beyond the bounds of possibility), and to the resulting 
increase in national income and ])urchasing power, it has been practi¬ 
cable to increase the burden of taxation evim on comparatively low 
incomes. Precautionary measures were taken to minimise or prevent 
inflation owing to the probable effects of the ])ressure of enhanced 
purchasing power on an insufficient supply of goods and services for 
private consumption. The existing surcharge on income was increased 
on a graduated scale and compulsory saving was introduced, especially 
in the taxation of lower incomes. Although incomes from Rs. 1000 
to Rs. 2000 were made liable to taxation, the liability is regarded as 
discharged if the person assessed deposits one and a quarter times the 
amount of tax in defence savings, which will be repayable with interest 

1 Cf. MentoKimlum on the Fublir l)(bt of India, VHI, Financjal Department of the 
India Office. 
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one year after the war. The burden of taxation is being apportioned, as it 
should be, with the least possible offence to the general sense of equity. 
The ideal tax to-day is one which, without creating a feeling of injustice or 
privation beyond a minimum, brings excess purchasing power in no small 
degree into Government coffers and which curtails the material resources 
and labour spent on non-essentials of war in such a way that morale does 
not suffer. Such taxes are difficult to devise and recourse must be had to 
taxes other than the ideal tax. An excess profits tax on the British model 
has been introduced. It contains the famihar characteristic of blocking 
business profits, although in a slightly modified form meant as an incentive 
to economy in business administration. A contribution is made by the 
Government of an amount up to one-tenth of the tax paid to reserve for 
the re-equipment of industry after the war, provided the assessed person 
doubles the amount. His contribution is repayable one year after the war, 
with 2 per cent simple interest. Excess profits taxation has a tendency to 
operate very unfairly, penalising some businesses very heavily and letting 
others off too lightly. It tends to put up the cost of production by encourag¬ 
ing extravagance, and it does not make sufficient allowance for the future 
needs of firms which are now engaged on munitions of war. Such firms 
will require reserves for the reconditioning after the war, and it is Govern¬ 
ment policy to encourage them to build up such reserves. An emergency 
surcharge of one-fiftli has been levied on all customs import duties with 
the exceptions of petrol, the tax on which has been increased from 12 to 15 
annas a gallon, and of raw cotton, the tax on which has been doubled ; 
the excise duty on kerosene has been raised to the level of the enhanced 
import duty. There have been increases in postal and telegraph rates but 
no increase on that productive tax—salt. Railways, an important source 
of revenue, has brought grist to the mill. In the year 1942-43 the total 
additional revenue was estimated at Rs. 120 millions, and this must be 
added to the estimated revenue at the previous levels of taxation — Rs. 
1794'8 millions. The total estimated expenditure is Rs. 2265-5 millions, 
leaving a deficit of Rs. 350-7 millions to be included in the Government’s 
bonowing programme. For the next year, 1943-44, the estimated revenue 
on the existing level of taxation was placed at Rs. 199 crores 30 lakhs and 
expenditure at Rs. 259 crores 59 lakhs, leaving a deficit of Rs. 60 crores 
29 lakhs. Of this prospective deficit it is estimated to cover one-third 
by new taxation and the remainder by borrowing. India’s own defence 
expenditure (i.e. excluding that incurred and paid for by the United 
Kingdom and other Allies) now touches over Rs. 40 lakhs, or £300,000 
daily. Defence estimates are three times their normal size. The scale of 
expenditure of the British Government in India is more than three times 
that of India’s own expenditure and is increasing. The two outstanding 
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features of Indian public finance at the presenb time are the increase in 
national income resulting from the intensive development in India’s 
resources with the resultant large expenditures on the war and the 
tremendous accession of strength brought about by the conversion of 
external to internal debt, and also by its being paid off. A third feature, 
already referred to, is the beneficial effects of the increased revenue from 
income tax on the Provinces. For 1942-43 the share of income tax which 
goes to the Provinces is estimated at Rs. 8 crores 37 lakhs as against 
Rs. 7 crores 39 lakhs for 1941-42. “ This is considerably more than the 
total sum which, at the time of the Niemeyer Awanl, the Provinces were 
expected to receive at the end of the ten-year devolution period or than 
ever appeared to be possible before the outbreak of war.” ^ 

In the Budget of 1943-44 increases in income tax and also in new 
direct taxes were announced. Of the Rs. 20 crores to be raised by taxation 
direct taxation accounts for Rs. 7 crores. Income tax inc reases affecting 
incomes over Rs. 5000 per annum, and a uniform surcharge amounting to 
66f per cent over the basic rates of income tax, arc imposed. Tlie supertax 
surcharge on incomes exceeding Rs. 25,000 per annum is raised by one- 
half an anna in the rupee, so that the surcharge on supertax runs from two 
annas in the rupee on the smallest incomes to ten and a half on the largest. 
The corporation tax is raised by half an anna to two annas in the rupee, 
and the excess profits tax is extended to cover the profits of a further 
period of one year, but the rate of 66§ per cent remains uncjhanged. The 
two new indirect taxes were an all-India excise duty upon tobacco and 
on the vegetable product known as vanaspati, used for adulterating gh(‘e 
(or clarified butter). The scale of tobacco diiticjs will mean an average 
increase of 20 per cent in retail prices and will bring in an additional Rs. 
10 crores in the first year, and the yield of the vanaspati tax is estimated 
at Rs. 1 crore 40 lakhs. There has also been an increase in postal and 
telephone rates, estimated to yield approximately Rs. I crore 20 lakhs. 
It is interesting to see how in this Budget taxation has been increased 
mainly by indirect taxes and to a less extent by direct taxes. Nevertheless 
by May 1943 inflationary tendencies of a serious nature (judged by an 
alarming upward turn of the price level, reckless s])eculation, profiteering 
and widespread hoarding) were evident. War taxation was not sufficiently 
drastic to draw off even a substantial portion of the increase in spending 
power brought about by the needs of a gigantic war machine. War 
savings were not sufficiently high. In a primitive and loosely integrated 
economy, such as obtains in India, the controls used by more highly 
developed Western countries could not be imposed without great difficulty. 

^ Finance Member’s speech on introducing the Budget proposals for 1942 43 (Gazette 
of India Extraordinary, 28th February 1942), para. 24, p. 290. 
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Drastic action waa called for in both the monetary and commodity fields. 
Surplus purchasing poAvor was mopped up by an intensive effort of 
taxation, especially on war profits,^ and by borrowing on the part of 
both the Central and Provincial authorities. Various forms of com¬ 
modity control were adopted, sucli as the Cloth and Yarn Control Scheme, 
the prohibition of advances of money against security of food grains 
except to licensees under the Food Grains Control Order (i.c. legitimate 
traders) and to producers of food grains. ForAvard contracts in cotton 
were stopped on current crops in May ; no new company was to be 
formed without Government permission so that the formation of mush¬ 
room companies was no longer possible. The prohibition of bank advances 
against commodities, including bullion, residted in a shake-out of many 
speculative positions. 

Owing to the impossibility of applying the methods of rationing and 
price control, as in other belligerent countries, the rise of prices and 
inflation have been greater than in the United States and in the great 
countries of the British Commonwealth. As mentioned above, the British 
Government has, since the beginning of the Avar, spent more in India 
than has the Government of India. Between September 1939 and April 
1943 the British Exchequer paid £438 millions and India herself spent 
£320 millions (a large sum for India) on India’s defence. This cash pay¬ 
ment from outside led to the absorption of goods and services Avithin 
India and increased the amount of purchasing power competing for a 
reduced volume of goods and services available for civilian consumption. 
The expenditure by the Indian and British Governments leads to inflation 
and it might have been Aviser, all things considered, for the British 
Government to have skimmed off excess purchasing })()wer by raising 
rupee loans. By the end of July 1943 the campaign against inflation 
was beginning to bear fruit in several quarters. The inflationary trend 
in prices was checked and in some cases actually reversed. But it is not 
yet enough to solve the problem. 

Another characteristic of Indian public finance is the great growth 
in sterling balances. The sterling balances arc an asset of considerable 
potential value, and a Reconstruction Fund is being considered to pro¬ 
vide for the financing of ])ost-war reconstruction, including the rehabili¬ 
tation and re-equipment of industry. Although the Avar has given much 
impetus to long-term industrial development, it will make it possible 
for the country to go ahead quickly with industrial development after 
the war when considerable re-equipment will be essential, and it will 
enable exporters in Great Britain to complete post-war programmes 

^ Twenty per cent of the profits liable for K.P.T. has to be deposited with the 
Ciloveriiiiient under the new regulations. 
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without worrying about remittance. It also makes it possible for the 
Government, as already noted, to arrange for future remittances of 
pension, which are between £5 and 6 millions a year. The scheme under 
consideration is on the lines of the arrangement made for sterling railway 
annuities, and may be described as the purchase of a tapering annuity. 
The capital sum involved if those cliargos were capitalised would bo 
considerable.^ 

In conclusion, the war has led not only to tlic extinction of India’s 
external Public Debt, but also to a change which, in the future, will affect 
the character and direction of her foreign trade. She has turned from 
the status of a debtor to that of a creditor country. 

^ Financo momlwr’s ]3ud^;ot iSpoec-li (1943-44), parngrapliH 45 49 : The arrangomont 
. . . would amount to the inve.stiiiont of a rapilal sum in rolurn for whieh the Government 
of India would at Ktat-ed inbervala reeoive sums of Hti^rling \\ith whieh they wotilrl be 
in a position, as far as can he eslimatod, to meet these sbtirling obligations.” 
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CHAPTER VIII 

THE GENERAL PROBLEM OF INTERGOVERNMENTAL FINANCIAL RELATIONS 

Certain conclusions emerge from the analysis in Part I of the Pubhc 
Finance and National Economy of the United States and the Federal 
Self-Governing Dominions and India. These Governments, Federal, 
State and Local, are taking a larger portion than ever before of the national 
income and the character of the taxation system has assumed great 
economic importance. It was for this reason that the taxes were classified 
as they were, to show those which were on surplus and those which wore 
on costs. This classification has been useful in judging the degree of regres¬ 
sion of the structure as a whole. Expenditures have increased not only 
because of new services, especially those dealing with social security, 
which have markedly increased since the permanent ravages of the great 
depression of 1929-32 and subsequent years. War has also had its effects, 
especially on Federal Governments which have had to finance the most 
expensive of expensive wars. Assuming present trends to continue, the 
impact of Federal policy in the future on the units, especially Local 
Authorities, is likely to be greater than in the past. The tightening of 
the Federal grip on economic life is bound to lead to conflicts with State 
Governments and Local Authorities, and the need of realistic, exhaustive 
and precise enquiry is greater than before. The cost of government is 
rising over long periods in all layers of Federal Governments. More and 
more demands are made on Governments. Higher standards are demanded 
for old services and at the vsame time new services are insisted upon. There 
is no possibility of the return of Government expenditures to the level, 
say, of a decade ago. Social security, high expenditure on education, 
sanitation and roads and growing armaments have come to stay. Even 
the last of these cannot be excepted from the rule. Intergovernmental 
financial (or to use the American term, fiscal) relations must be analysed. 

The Bising Cost of Govermnent and the Competition for Revenues 

All this has increased the competition for revenues among Federal, 
State or Provincial, and Local authorities. Conflicts have been between 
Federal and State authorities, between Federal and Local authorities, 
between State or Provincial and Local authorities, between State and 
State and also between nations. There has been a noticeable tendency 
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for the overlying Government, by its larger tax powers, to curtail or control 
the underlying Government. In the control of large-scale business, for 
example, as well in the sphere of stabilisation of employment and produc¬ 
tion and the maximisation of national income, the Federal Government 
is, as compared with other layers of Government, in the strongest 
position. This, however, does not and should not mean the weaning of 
State and Local Governments. Fiscal independence is a large sector 
of general independence, and the latter a large part of local self- 
government which, in turn, has important democratic values. It has 
been suggested that another major war might put an end to federal 
systems everywhere. Whether or not this be true, it appears that a large 
degree of State and local fiscal independence does carry values of a very 
high order, and that they should not be sacrificed until the necessity is 
clearly demonstrated. It is not believed that such is yet the case.” ^ 
Decentralised government has a real value, and in large countries such 
as Canada, the United States, and Australia, government through the 
various Governments, whether Federal, State or Local, allows for 
diversity of local conditions, the development of citizenship and 
leadership and for the curtailment of bureaucratic methods connected 
with red tape and inefficiency. States or Provinces are responsible for 
many governmental services affecting the welfare of its citizens, as are 
Local Authorities. It is natural that, however carefully a constitution 
is drawn up, there will be at some ])oint or points overlapping and 
conflict as each authority is resentful of encroachment by the other. 
A logical or clear-cut solution of financial relations is impossible in a 
Federal Government which is itself, of course, a compromise. No single 
panacea in financial relations is possible and no single method for co¬ 
ordination is possible.2 Little progress has been made in the past by 
thinkers on the problem because they have tended to be too drastic or too 
grandiose and have not taken into consideration sufficiently the historical 
or practical aspects and the co-operative aspect of the problem. With 
the development of income taxes in Federations the overlapping of tax 
powers has greatly increased in recent years, and to-day in the United 
States, for example, about nine-tenths of combined Federal and State 
taxes come from common tax bases : only customs duties und(ir the 
Constitution are denied to the States, and the property tax and perhaps 
the motor vehicle licence to the Federal Government. This common base 
apphes in a less degree to State and Local taxes, as the States in recent 
years have been giving up the property tax to Local Governments as an 

^ Senate Document No. 69, 78th Congress—^ Keport of the Committee on Inter- 
governmental Fiscal Relations — Major Conclusions and Recommendations. Treasury, 
Washmgton, D.C., 1943, vol. i, chap. i. 

* In this connexion see Harold M. Groves, Financing Government, Now York, 1939. 
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exclusive source owing to the introduction of gasoline and similar taxes. 
Local tax powers being delegated powers in the United States handicap 
Local Authorities in two ways—by limiting tax rates rigidly and also by 
extending tax exemptions. The greatest limitation, however, to Local 
Authorities arises from economic limitations owing to smallness of area. 
An income tax or a tax on companies could be easily evaded if imposed 
by a small Local Authority especially in these days of easy communication. 
As has been shown recently in Canada and Australia, a heavy overlapping 
tax, such as a State tax on income, may deter the Federal Government 
from developing fully a Federal source of revenue, and it is for this reason 
that Provinces and States were, for the duration of the war, precluded 
from this means of revenue. In any integration of Federal, State and Local 
taxation we must realise squarely the difficulties and the fact that no single 
system will be the best for all layers of Government. Miss Newcomer 
has emphasised that the larger jurisdiction would be in the long run the 
most efficient, and this would concentrate the revenues with the Federal 
Government. This would mean, unless we were willing to entrust the 
Federal Government with the administration of practically all functions, 
that new problems of redistribution of revenues would have to be faced, a 
fact overlooked by some enthusiasts for efficient tax administration. In 
aiming at co-ordination we must remember the increasing national 
economic integration and interdependence, arising especially from inter¬ 
state trade, increased communications, and the growth of large corpora¬ 
tions. These have increased problems of inter-State competition and 
multiple taxation. 

The Co-ordination of Public Revenues and the Reallocation of Functions 

What, then, are the methods of solving this problem of increased 
conflicts due to overlapping and competitive tax systems ? In the first 
place there is separation of revenues. This has been tried at various times 
in the history of Federal Governments. It has, for example, been tried in 
India, but even in the field of income tax which was at first almost entirely 
federal, Provincial Governments were given, as we have seen, a share 
under the Nierneyer award and the 1935 Government of India Act. The 
great merits of separation are that it avoids the difficulties of double 
taxation and the collecting authority spends the proceeds of the tax. Its 
disadvantage is that it produces rigidity in the tax structure and therefore 
makes it less adaptable to changing circumstances. Apart from this fact, 
there is the practical difficulty. It is too revolutionary a change. Would, 
for example, in the United States either the Federal or State Governments 
give up personal income taxation, corporation taxes, death taxes, liquor 
or tobacco taxes ? Would the Federal Government give up, too, the 
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gasoline tax ? It iniglit, if Stat(‘ Governments would forgo the taxation 
of tobacco. The problem has only to be stated in this form to emphasise 
its inherent difficulties. The fact that Federal Governments are not static 
but dynamic is often overlooked. The first Constitution of the United 
States, for example, gave the Federal Government no independent sources 
of revenue and was supported by grants or requisitions from the various 
States, requisitions because the Federal Government made periodical 
requisitions upon the States. This failed, and the new Constitution gave 
the Federal Government independent revenues. Similarly the German 
Government were given certain independent sourc(‘s, but these, being 
inadequate, had to be supplemented by grants from States known us 
Matricular-Beitriige. As the Central Government acquired greater 
authority, greater independence and vitality, such arrangements became 
out of date. To-day the importance of income taxation m the Federal 
field of taxation has only to be mentioned to be realised. It would be 
unwise at the same time to ask States or Provinces to withdraw from the 
income tax field as this would discourage access to progressive and per¬ 
sonal taxation. No tax, mort'over, is so fair as the progressive personal 
income tax, as it comes nearest to the best standard of ability. It increase's 
progressively with income, and the nature of income and the size of the 
family are taken into consideration in the determination of the amount 
of tax. In short, tax-paying ability is more closely followed than in any 
other tax. These facts must be considered in the problem of the integra¬ 
tion of Federal and State revenues. Mutual adjustment has to be con¬ 
sidered. To abolish every form of competition in intergovernmental 
financial relations is impossible. 

A second solution is the sharing of the same revenues between 
layers of Government, due attention being paid to the interests of the 
taxpayers. This reduces conflicts between jurisdictions, although it 
may be argued with some force that it sacrifices independence. In 
practice, however, there are more similarities in taxation practice than 
is generally recognised. It is more common to emphasise dissimilarities 
than similarities. The common form of sharing is a single collecting 
agency and for a division of the yield among the layers of Government. 
The great advantages are economy cou])led with simplicity. (Jn the 
other hand, there is loss of independence and a sense of inferiority on 
the part of the smaller authorities. There is also the uncertainty of 
what the yield will be from year to year. Jjastly, there is always the 
difficulty of the basis of the distribution whether it should be population 
or taxable capacity or what. It is sometimes suggested in this respect 
that supplements or additions agreed on after consultation should be 
adopted, the Federal Government being the primary collecting agent and 
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the State having the power to add supplements or additions of its own. 
There are, combined with the advantages of supplements such as economical 
administration, absence of compulsion and of duplication of taxes and the 
feasibility of increasing or decreasing the supplements to suit particular 
needs, disadvantages arising from diversity of conditions in the separate 
States making for diversity in the pattern of the tax. The most that can 
be hoped for is the combination of the greatest number of advantages 
with the least number of disadvantages. The late Professor E. R. A. 
Seligman was a believer in supplements and additions as a plan of 
co-ordination because the State could lighten the burden of the particular 
tax on localities to the extent thought desirable, and with a spread in the 
burden over a wider area a due balance between direct taxation such as 
that on real property and indirect taxation would be possible. “ A 
survey,” he said, “ of the entire situation cannot fail, with moderation 
and goodwill on both sides, to bring about mutual adjustment, as workable 
as it is equitable.” ^ Central administration of taxes side by side with 
decentralisation of Government is rapidly gaining ground. Federal aid to 
States and Provinces and State and Provincial aid to Local Authorities 
has in recent years been noticeable in the United States and Australia. 
A modified form of sharing, sometimes regarded as a separate device, is to 
have a single administration for the tax and to leave such jurisdiction to 
fix its own rate on a uniform base. Thus economical administration and 
a uniform base are combined with independence on the part of each layer 
of Government for the amount of the tax. Its drawback is again rigidity. 
The base may be inadequate. This device is sometimes, and perhaps 
rightly, regarded as a separate method for reducing conflicts. 

Another device is the system of grants which have been developed in 
some Federations, as for example in Australia, more than in others. 
Provided the grants-in-aid do not curtail local self-government, they are 
an advantage. On the other hand, cases are known in which these grants- 
in-aid have led to extravagant and unwise expenditure and control. The 
system of grants from the centre is in origin British and is over a century 
old. It is to be found in the North America Act and at the end of last 
century it began in the United States, for example New York where the 
State attempted to lighten the burden of the local property tax. Federal 
grants came later and have developed with the demand for better services, 
especially roads. As these Federal grants do involve a certain degree of 
subordination, certain States have looked at this system with some mis¬ 
giving, It is, however, a system which has proved, especially in the self- 

^ Soligman, “ The Co-ordination of Public Revenues ”, p. 579, Economic Essays in 
Ilonovr of Oustav Cassel : London, George Allen & Unwin, 19,33. Cf. G. Findlay Shirras, 
The Science of Public Firiaace, vol. ii, p. 736 : London, Macmillan & Co., 1936. 
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governing Dominions, worthy of extension and the Committee on Inter¬ 
governmental Fiscal Relations in the United States has suggested that 
Federal grants-in-aid, to effect a national minimum in various services by 
which a minimum standard should be provided throughout the States of the 
Union without over-straining Local resources and differential aids, should 
start with elementary education. It is true that education in Federal 
Constitutions is usually by the Constitution a matter for State and Local 
Governments, but with the movement for more and better education 
Federal assistance becomes more insistent, and in some Federations, 
especially Australia and India, is overdue. “ With few exceptions ”, says 
the Committee of Intergovernmental Fiscal Relations, ” the States lowest 
in financial ability are making the greatest relative effort t() support 
public education. The poorer areas usually show the highest birth rates 
and the under-privileged individuals frequently migrate in later life to 
areas of greater economic opportunity. The importance of public educa¬ 
tion in raising the level of consumption and production in sub-average 
areas and its possible effect in reducing future outlays for relief, health, 
welfare and rehabilitation are also stressed. Citizenship interests in mini¬ 
mum standards for education are obvious. Consideration of local tax 
relief also enters the argument. ... It is not an acceptable feature of 
our way of life to keep large sections of the population in ignorance. Of 
all the functions of government which might be candidates for national 
minimum status general education has the strongest claim. . . . Wise 
Federal leadership with regard to educational development in the United 
States can make an impressive contribution to the economic, political and 
cultural life of the country.” ^ The Federation, in secondary and higher 
education, especially the latter, might assist individuals rather than 
institutions through scholarships, but no hard-and-fast rules can be laid 
down as to assistance from Federal funds for cither secondary or higher 
education. In South Africa and in the United States the average expendi¬ 
ture per pupil in average daily attendance varies very widely between 
whites and negroes, and such wide differences raises the problem of the 
effectiveness of Federal assistance alone making educational opportunity 
more equal. On this matter consultation by the Federal Government 
with the units should produce beneficial results.^ 


^ Senate Document No. 69 — Report of the Comraittoe on Infprgorprnrnpvtul Fiscal 
Rplaiions, Tol. i. Treasury Department, Washington, D.C., Junn 194.*?. 

Nothing has been brought out so clearly in this Study as the wide variations in the 
standards of education provided by the units of the federations studied. These variations 
are also to be observed between Federations. It is the duty of the Federal Government 
to see that no unit falls below a certain minimum since education enables citizens or 
potential citizens to be and to do something. It is indeed a preparation for living by the 
citizen and is dynamic, i.t. it requires to be brought up to date from time to time. The 
advantages of more ftpd better education in relation to a higher national income are 
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Another system of co-ordination is to be found in the system of credits 
which has been most developed in the United States. It is a comparatively 
recent device and was introduced to meet the problem of death duties. 
It has worked smoothly and merits wider extension. It has, however, 
been criticised as it involves some compulsion, because to obtain the credit 
the State should have an identical system of tax. Some States had no 
death duties or had duties collected on a different system, as, for example, 
an inheritance tax or a tax on each share inherited. To-day, except 
Nevada, all States in the United States have fallen in with the Federal 
system of estate taxation. When anyone pays the Federal tax he is 
credited with 80 per cent which may be payable to the State. The State tax, 
therefore, costs the State and the taxpayer nothing. Similarly with the 
pay-roll tax credit. Pay-roll taxes, as shown elsewhere, were introduced 
under the Social Security Act and are for old-age pensions and unemploy¬ 
ment benefits. If the system of credits were extended it might lead to 
bad spending since the States are not responsible for the tax. 

It will thus be seen that in all the Federations studied there is com¬ 
petition among taxing authorities. None of these Federations is of the 
Soviet or German type. In the Soviet Republic finance is centralised to a 
high, a very high degree, tlie Central Government in Moscow controlling 
the finance of the States. In the Reich there is almost complete centralisa¬ 
tion of finance. In the old Federation of Switzerland, on the other hand, 
there have been at work methods of smoothing over competition among 
taxing authorities. The Federal Government gained more power in direct 
taxation which previously had rested with the Cantons, and the Cantons, 
by assignments of revenue or subsidies, were won over to this centralisa¬ 
tion. Indeed the Cantons may be said to rely far too much on the Federal 
Government. From the viewpoint of competition among taxing authorities 
the Federal Governments of Mexico and of the South American Republics 
and China repay study but are somewhat outside the scope of the present 
chapter. What is crystal-clear is that Federations being in their origin a 
compromise, the democratic Federations of the United States and the 


obvious. In Iho riiitod Slatos, to quote but one oxainplp, the educational advance of 
California, New York, Wisconsin and New' Jersey is much greater than in many of the 
States of the west and south. “ The number of individuals enrolled in elementary schools 
includes 96 per coni of all ptirsons in the State (of New York) between the ages of six 
and thirteen years ; the number enrolled in secondary schools includes 78 per cent of 
all persons between fourteen and seventeen years of age ; and the number enrolled in 
advanced and profes.sional schools includes 17 per cent of all persons between the ages 
of eighteen and tw'enty-one years ” (cf. Luther H. Ouliek’s Report, Education for American 
Life, The Regents of the University of the State of New Y'^ork : New York, M‘Graw 
Hill Rook (’ompany, 1938, p. 7). The necessity of improving school district organisa¬ 
tion i.s dealt with in the same Report, chap. iv. The duties of Federal and State or 
Provincial Governments in educational finance after the war are obvious, especially in 
Australia and India. 
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self-governing Dominions liave to meet this competition for rev(‘nue8 not 
by any single method but by a combination of methods promising the 
greatest benefits, and the future rests in a system of co-ordination of 
public revenues. Separation of sources, sharing of revenues, grants-in-aid, 
credits, supplements, joint administration and rc'allocation of functions 
will not individually achieve the desired results under all conditions and 
eacli method will have to be tried out. Each country has its own problems 
and no clear-cut solution, as already noted, is possible. Each problem 
has to be considered on its own meiits, and this demands intergovern¬ 
mental co-operation in no ordinary degree. A full aiul genuine co-operation 
free from suspicion of every sort is called for. This is no easy matter where, 
as in the United States, the number of taxing authorities is at least 175,000, 
and where overlapping is jirevalent especially among ljo})elessly small 
authorities. 

The methods of reducing conflicts among competing jurisdictions as 
described above are not in ihcmselves able to solve all difliculties. There 
are problems unconnected with overlapping Govcyninents but among 
co-ordinate governmental units, for example those in which the Federal 
Government competes with State oi Provincial Governments in the taxa¬ 
tion of income and of business. City often competes with city or Province 
or State with Province or State in attracting industries with the bait of 
limited tax exemption for a number of yiuirs. Wi1 h the rise in taxable values 
as a result of this policy there is often a rise in the cost of Government, as, 
for example, in the social services. The competition of States, too, is well 
known especially in the United States, where the attraction of a taxless 
paradise may result in the drift to the State of wealthy tax-dodgera 
attracted by such advertisements as ‘‘ Friendly Florida, where escape 
from the rigors of northern winters may be combiiunJ with freedom from 
double taxation ” cannot pace credits for death duties, etc., always be 
given eft’ect to. There are, too, the taxation of inter-State income of 
companies. State income taxation of non-residents, favourable taxation 
of stock transfers. State tariffs designed not so much for tax revenue 
protection as for the protection of industries in the State itself such as 
taxes on liquor, tobacco and gasoline. These and similar conflicts do not 
admit of any clear-cut solution but rather to beautiful compromis(‘s and 
to solutions by the Federal Court interpreting the Constitution to suit 
changed times. Tempora mutanfur, nos el muiamur in illis. Since the 
great depression of 1929 32 in the United States, Canada and Australia 
there have been revolutionary changes in Federal functions and powers 
and, as one Committee has phrased it, “ The legal boundaries of ‘ interstate 
commerce ’ have been and are still being broadened ; a new element of 
flexibility in the interpretation of the Federal Constitution has appeared ; 
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and precedents for the use of the Government as an instrument for dealing 
with depressions and unemployment have been established/’ Neverthe¬ 
less each problem must be settled on its merits — its advantages and dis¬ 
advantages. In Australia and India the Federal Government almost 
certainly should provide a larger portion of the cost of education by a 
generous grant-in-aid system, and in the United States and Canada the 
Federal Government, apart from a limited number of relief works, should 
participate in outlays for direct relief to a larger degree. Unemplo 5 rment 
and social security generally are national problems and much is to be 
said in favour of the Federal Government taking a leading position in 
this respect. But in the large Federations what may suit one State may 
not suit another and so local experimentation to suit local diversities may 
be advantageous. Were social security to be inaugurated now it is 
probable that it would be best done by the Federal authority. But 
historical and constitutional reasons in some Constitutions make this 
at present out of the question and little is to be gained by threats to 
federalise. Hastening slowly is the best policy. Similarly, as a solution 
of inter-State competition for the incorporation of companies a Federal 
Charter would be advisable and is a change long overdue, especially 
in the United States where States with the weakest regulations for the 
incorporation of businesses have got most of the business. Similarly, too, 
re-allocation of functions may be advocated in regard to the States (or 
Provinces) and Local Authorities in the control of education, roads and 
welfare. There is still much work to be done here, since in the Federations 
studied there is a dearth of statistical and other information on the 
relative efficiency of the various units in regard to such services. With 
the revolutionary changes noticeable in all the Federations in the powers 
of the Federal Government — in many cases by a flexible interpretation 
of the Federal Constitution to meet the change of circumstances — the 
reallocation of functions and powers has assumed new importance. 

Three further points remain to be discussed — problems of inter-State 
relations, financial policy in relation to full employment, and the general 
solution to the general problem of intergovernmental financial relations, 
elfective machinery for a close and continuous co-operation. 

Problems of Inter-State Relations 

Multiple taxation on personal and corporate income, on death duties, 
on railways and on capital stock by which two or more States impose 
a similar tax on the same base, could be reduced by agreement among 
States or Provinces : the main directing force should be the Federal 
authority in the Federation. Multiple taxation is as it were a trade 
barrier and should be prevented by the Federal Government. The 
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American Committee on Intergovernmental Fiscal Relations summed up 
the position thus : “ While the States can and should do something 
through reciprocal legislation to reduce the amount of multiple taxation, 
the main impetus for improvement will have to come from the Federal 
Government. This means some interference with State and local fiscal 
independence, but in the long run it will support such independence. It 
is a case of amputating a finger to preserve the arm. The Federal Govern¬ 
ment should seek to acquire the right of determining State jurisdiction to 
tax by means of favours and subsidies extended to the States. It may be 
questioned that Congress and administrators are wise enough to perform 
successfully a role which is now gradually being abandoned by the Supreme 
Court. But there is fair agreement conc(‘rning many matters of jurisdic¬ 
tion — a proper allocation formuhi for corporation income, for instances — 
and the States, with one or two exceptions, have no very high stake in 
jurisdictional vested interest. Some jurisdictional problems will have to 
be settled by compromise. Increasing multiple taxation acts as an 
unfortunate penalty upon cosmopolitan ownership and business, a sort 
of trade barrier, which it is the natural role of the Federal Government to 
prevent. It should not shirk its proper task in this matter.” ^ This view 
applies to other Federations, such as Canada and Australia. Some, such 
as India, have a comparatively clean slate to write on and should take 
early action to prevent the difficulties that have arisen in the older 
Federation multiple taxation. In other directions, too, the Federal Govern¬ 
ment should take the initiative, for example in equalising by grants-in- 
aid and other ways the great differences that occur in Federations. Thus 
in Australia the Commonwealth Grants Commission set up in 1933 
reviews annually applications made by the States of South Australia, 
Western Australia and Tasmania for financial assistance from the Common¬ 
wealth. The relative taxable capacity varies with the industrial develop¬ 
ment of the units. Wealth and income tend to gravitate to the centres 
of population. It is a duty of the Centre and of the States or Provinces 
also to mitigate the maldistribution of wealth and income of the various 
groups, including the smaller Local Authorities. There is much difference, 
for example, between the Western States of the Dominion of Canada and, 
say, the State of Ontario and in the Commonwealth of Australia between 
Western Australia and Victoria. In the United States the per capita 
income, as we have shown, is so high that the rate for old-age pensions 
in California would be out of all proportion to that in, for example, 
Wyoming or the poorer States or portions of the States in the South. 
The average old-age pension in 1939 in California was $345, and this 

' Senate Document No. (J9, 78tli — Report of f'oinmittoc on iDtergnvprmnpnfal 

Fisml Relations, .rune 1943, vol. i. 
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exceeded the per capita income of the poorest State by no less than 70 per 
cent. It was also actually above the per capita income of ten States in 
1943. The Federal Government in Federations has, as already noted, 
more than a watching brief for the general good when States or Provinces 
by indirect means raise what are in effect barriers to trade by the taxation 
of margarine and liquor manufactured outside the taxing State or by the 
special inducements offered to industry to settle within the State, auch as 
exemption from State taxation for a limited period and in other ways.^ 
Here again there is scope for closer co-operation and continued discussion 
and in some cases for reciprocal legislation. There must be not only co¬ 
operation among the units, which are in reality semi-independent demo¬ 
cracies bound together in a common tradition, but also between the Federal 
Government and the units. In most Federations efficient co-operation 
in Federal-State or Fedcual-Provincial relations is far from satisfactory. 

National Investment Policy and Full Employment intergovernmental 
finamaal relations in recent years have been profoundly affected by the 
problem of full employment, and this has involved Federal, State or 
Provincial, and Local Governments. These revolutionary changes may 
be traced to the great depression of the early thirties and to a realisation 
of the fact that it is technically poasibh‘, to secure full employment at a 
price that democracy can pay in peace as well as in war. Deficit financing 
and a national investment policy have been studied as never before, 
especially in the United States and in a unitary Government like Great 
Britain. The conception of the interests of the electorate not merely as 
taxpayers but as producers and consumers has h‘d to a new emphasis on 
the importance of maximum public expenditures and to a study of the 
economic activity of a country and not only to that part of it, about 
one-fifth or one-quarter, covered in the Budget itself. It has also been 
appreciated that at least in the short run it is better to increase Invest¬ 
ment than to reduce saving or subsidise consumption. An Investment 
policy is easier to control and its ultimate effect is greater, i.e. in Keynesian 
language the multiplier is larger. It is now realised that when the com¬ 
munity spends less than is required to purchase its output, when it saves 
relatively more than it is inv(‘sting in durable goods, cyclical depression 
occurs. The community is saving in money but not in real terms, or in 
other words is attempting to enrich itself by piling up claims on itself in 
preference to accumulating goods of durable value. To cure this state 

^ ‘‘ Florida H(a^tt^d hov land boom of tho ninoteon-twenties ^^ith eonnlitulional amend¬ 
ments ])rohil)iting sttile inherilanee and personal income taxes, and followed this tip l)y 
advertising for wealthy resirlenl.s. Tlie.se elTorts \uwe [larlially nullified a sliorf time 
afterward Iw the Federal estate tax credit ” (M. Newcomer, Tf\.vaiion ami Fiscal Paliry, 
New Vork, (Viliinihia University Pivss, 10fO, p. ,'jS). Fp. Faenuj the Tax Problein, The 
Twentieth (Vnturv Fund, New York, 10117, in which the same author collaborated. 
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of afiairs the Government can reduce unemplo^Tncnt by giving consumers 
more money to spend. The encouragement of consumption at the expense 
of saving is sound policy in the long run, but if the depression or unemploy¬ 
ment results from a deficiency in Investment the solution is to increase 
Investment, i.c. to control capital creation to make it large enough and 
regular enough to absorb the savings of the fully-employed community. 
In modern industrial States such as the United States, Great Britain and 
Canada there is always a tendency to save too much, to save, that is, 
more than is invested in durable gooils. By full employment we do not 
exclude normal minimum unemployment when men and women change 
their jobs and draw benefit for a week or two. There must always be 
some unemployment of this sort. Phill employment is compatible with 
this. There must be a certain amount of mobility of labour. Full employ¬ 
ment is also compatible with seasonal employment, which is different 
from mass unemployment. What is known as structural unemploy¬ 
ment ” arising in particular areas or industries is also excluded, although 
under full or mass employment it should be possi})le to drain away such 
pockets of unemployment. Structural unemployment” does not arise 
from the same cause as mjiss unemployment, which is caused by cyclical 
depressions, from th(‘ lack of balance between the voluntary savings of 
the community and investment in durable goods, expenditures on the 
maintenance and increase of the community’s machinery and other 
physical assets. The cure must be the community’s investment in capital 
goods to an extent that will us(' the savings of that community regularly 
from year to year. Th(‘ policy should be for the Government to stimulate 
capital enterprise by productive enterprise (both ])rivately and publicdy 
owned) and then to follow this up by its own schemes called for for reasons 
other than the maintenance of full employment. Unproductive public 
works should be undertaken only when the other expedients are exhausted. 
In the category of “ private ” })roductivc enterprise are included all 
concerns including public corporations financed independently of the 
Government. As much as possible should be financed through private 
individuals and corporations, including publicly-owned concerns which 
do not depend on Government for their finance. There will be then no 
danger of too rapid State control. As has been well said, “ The reasons 
for keeping the role of the state as small as possible are twofold. Large- 
scale state financing of investment involves the stability of the monetary 
system ; and a gradual spreading of state control, by way of capital 
investment, into every corner of the economic system at the mercy of 
any political adventurer who can capture the political machine. Let 
there by all means be public ownership and collective control, but exercised 
by agencies other than the State itself. ... If self-supporting business 
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(private or public) can be assured of low interest rates and of freedom 
from the risk of cyclical depression, there is no reason to believe that, in 
most years at least, it will not freely engage in as much investment as is 
required. The control of that investment by the state will be necessary — 
but that is a different and much less dangerous matter. The second risk 
is the monetary one. . . . State investment, especially if it is large, almost 
inevitably leads to the expansion of bank credit — that is, to the creation 
of money.” ^ As Dr. Schacht proved in Germany, there is no danger 
when there is no full employment, and as modern theory shows, the 
price level does not depend rigidly on the quantity of money in circulation. 
We may have to accept as the price of full employment some changes in 
the value of money, but there is reason to believe that a policy of full 
employment could be followed out without a severe change in monetary 
values. The greatest danger to be faced in any policy of full employment 
is underestimating the extent to which funds will have to be spent. In 
the past the problem has been only toyed with and is much greater than 
is ordinarily imagined. Mr. Roosevelt’s pre-war deficits of |5 billions 
should have been something of the order of from four to five times as 
great, and a figure of £1200 millions would have been required in Great 
Britain in 1938 to have secured full employment. In that year £500 
millions were spent from savings and £400 millions from depreciation 
funds, and another £300 millions would have been required to be spent on 
capital goods to have attained full employment. To get remunerative 
investment both direct methods, such as guarantees against risk and 
adjustments of taxation [e.g. varying the rates allowed for depreciation in 
the taxation of income), and indirect methods, such as the control of the 
rate of interest to keep it low, would be required in the attempt to 
equate the total of investment exactly with savings at the highest 
level of the employment of resources. If the policy were executed on a 
sufficiently large scale it coxdd not fail to succeed. It would mean a con¬ 
siderable control over international trade by the stimulation of exports 
and by a system of priorities for imports. Capital movements also would 
have to be controlled to prevent flights of capital such as wrought 
havoc to national schemes a decade ago. The effects of severe crises 
abroad would also have to be guarded against. But full employment is 
not against an expanding international trade although it is against what 
may be called the automatic technique of an uncontrolled market, and 
when a nation keeps its purchasing power at a maximum this in itself 
stimulates foreign trade. 


^ KronomiM, London, 17th Oct. 1942. 
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Budgeting for EmjAoyment 

The policy of full employment raises two other issues ; (1) the creation 
of the “ two-Budget system ” and (2) the use of taxation as a means of 
stimulating investment. We have already referred to the comparatively 
new concept of the interests of the electorate not merely as taxpayers 
but as producers and consumers, which is a far cry from nineteenth- 
century Budgets which were regarded as full and true national balance- 
sheets. It was considered wise and sound finance to curtail expenditures, 
especially in times of stress and strain, just when unemployment was 
bad and an expansion of pubHc expenditures most essential, and with 
this there was the fetish of the “ balanced Budget ” which meant a 
curtailment of expenditures to meet the fall in revenues. Obviously any 
such policy put the stabilisation of economic life quite out of court. The 
present w^ar showed as clearly as the noonday sun that deficits are not 
only unavoidable but desirable in certain circumstances. Expenditure 
could not be confined within the limits of taxable capacity if the maxi¬ 
mum war effort were to be attained, and this optimum expenditure or 
optimum deficit, after optimum taxation had been reached, could not be 
arrived at by the traditional methods of public finance. What was 
absolutely necessary was an estimate of the whole national income of the 
country split up under well-defined heads and not merely the activities of 
the Government w^hich formed part of it. In short, financial equilibrium 
was not to be arrived at by ordinary budgeting between revenue and 
expenditure but by an equilibrium between spendable income and avail¬ 
able resources, by seeing how far expenditure could be extended and how 
far it should be covered by taxation. The gap between the two is the 
inflationary gap and then steps were taken to close it. Budgeting on the 
basis of national income and national expenditure has been successful in 
war and in peace it will be equally necessary if full employment is to 
prevail, as it must. It must be possible to measure the deflationary or 
inflationary gap. If it is deflationary it will mean the missing capital 
outlay required to have full employment, the deficiency of actual loan 
expenditure over the potential savings of the community if the resources 
of the community had been fully used in production. This means up-to- 
date and reliable statistical information on the national income similar to 
that in the British White Paper ^ together with other data such as that on 
private construction works. It is then possible with yearly and quarterly 
data to have fairly reliable information on private investment, and from 

' An Atuihjsis o/ the Sources of War Finance and an Estimate of the National Income 
and Expenditure in 1938, 1910, 1941 and 1942. Commantl Paper (>438, 1943. London, 
H.M, Stationery Office. 
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this a policy of continuous full employment is possible. It will mean, as 
in Sweden, two separate Budgets annually ; a revenue Budget including 
all current expenditures on defence, administration, interest on the 
National Debt, and expenditure including that on the maintenance of 
State-owned capital assets. This “ revenue ’’ Budget will be balanced. 
The capital Budget will not be “ balanced ” except in the sense that it 
will have led to the creation of additional capital assets, both productive 
and unproductive, and it will be met from loans. The test of expenditure 
in the capital Budget will be whether it will be profitable from the social 
point of view, i.e. whether the national income is raised by as much as the 
interest on its cost. Housing, roads, education and public health all 
require huge outlays and yield a return in greater productive power of 
the people and in greater health and happiness. Social profit in the 
planning of public expenditures must be the criterion for the annual 
capital Budget. The two-Biulget system is not in any sense a device to 
clothe a deficit with respectability and it must be scrutinised constantly 
by the Government in its everyday working just as the revenue Budget 
must be scrutinised constantly by the Treasury or Finance Department 
at the Centre so that the ordinaiy expenditure from revenue is covered 
by ordinary revenue. Indeed both must be examined with cari*, although 
on different principles and by different officials, (^apital expenditures 
after the war will have to be allotted according to a list of priorities 
allocated to meet national needs. Large-scale public investment will 
have to dovetail into privat(‘ investment and this presupposes much 
careful planning and Govt‘rnment direction. 

Taxation may also be used as a means of stimulating investment, or 
if need be the reverse. As indicated in Part I, this is an aspect of taxation 
policy that is a corollary to a policy of national investimnit for full employ¬ 
ment. In war, taxation policy is used to skim off the greatest possible 
amount of purchasing power from consumers above the minimum necessary 
for health and morale to Government for the winning of the war and to 
prevent the inflation that is always likely to occur wlien increased purchas¬ 
ing power consequent on high earnings competes for a diminished stock of 
goods and services. In peace-tinn* every Government worthy of the name 
aims at increasing the standard of comfort of its citizens ; in war-time 
the reverse policy has to be developed ruthlessly in order that the Govern¬ 
ment may have the maximum of goods and services at its disposal. To 
achieve this the highest amount of taxation possible must be levied on 
personal incomes and on corporate profits (see chart opposite). Sales 
taxation must also be so high as to prevent the purchase of goods that 
can be done without. Taxation must be used with rationing, prohibition 
of manufacture or of imports, etc., as part of a policy to divert everything 
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to the winning of the war.^ Each tax in the tax structure must be examined 
and fitted into the whole. This is not an easy matter any more than 

TAX RECEIPTS BY SOURCES 
CENTRAL AND LOCAL GOVERNMENTS 
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is the fitting-in of parts of a jig-saw puzzle. Tlie central principle of 
policy should be to see that the total of investment exactly equals the 
figure carefully arrived at, neith(*r more nor less. Taxation is one of the 
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not be exaggerated. The allowances to companies or corporations for 
maintenance and depreciation should be capable of change from year to 
year. A National Investment Board would facilitate investment when the 
national economy required it, and it could also do the reverse. It would, 
therefore, not only discourage unsound investment but would facilitate 
investment, and it could release large sums for investment when it con¬ 
sidered the time opportune. The Board could also work closely with the 
Treasury, whose taxation policy, especially in the short period, should 
harmonise with its own. Here again the co-operation of the Federal 
Government, States or Provinces and Local Authorities, including the 
cities in the Federation, would not be easy to achieve but is never¬ 
theless essential. Beautiful things, as Pindar reminds us, are hard. The 
hardships of any heavy tax plan are infinitely less in the long run than 
serious inflation. The timing of the taxation as well as its amount and 
nature are important factors to be considered. 

(h)nclusions on the General Problem of Financial PelMions 
What, then, are the conclusions ? After a detailed examination of the 
financial structure of the Federations studied, together with a detailed 
examination of the trend of events in each Federation in recent years and 
of recent reports on the subject, certain broad facts emerge which, in the 
words of the English Prayer Book, must be read, marked, learned and 
inwardly digested. The Report of the Special Committee on Inter¬ 
governmental Fiscal Relations’ in the United States (June 1943), 
the Report of the Royal Commission on Dominion-Provincial Relations 
in Canada in three volumes with several appendices,^ the Reports of the 
Commonwealth Grants Commission issued annually since the passing of 
the Australian Commonwealth Grants Commission Act, 1933, not to men¬ 
tion the decisions of the Loan Council, referred to in Chapter V, together 
with official and non-official Reports on South Africa and India, lead to 
the irresistible conclusion that no single plan to solve intergovernmental 
financial relations is possible. There are some who favour complete 
centralisation on the ground that recent history proves that State or 
Provincial and Local independence has outlived its usefulness. There are 
others who emphasise that Federalism means State and Local freedom, 
and the price paid for this is the friction between taxing authorities which 
at present obtains. There is a third school which thinks it possible to 
have a completely perfect system but without any change in the functions 
of the various layers of Government. Examples of all three schools of 
thought may be illustrated from the Reports already quoted and, in the 
British Commonwealth, also from Budget speeches and from the proceed¬ 
ings of Premiers of the States or Provinces with the Federal Government. 

^ See Appendix II. * See Appendix 1. 
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The devices of co-ordination referred to in this chapter cannot be appUed 
under all conditions and the special historical accidents in each country 
cannot be overlooked. Another conclusion is that constant readjustment 
of financial relations will be essential and no one solution suitable for all 
time is possible. Thirdly, the Federal systems studied recognise the value 
of decentralised government although in very varying degrees, and they 
have a tradition behind them based on a Constitution and interpreted by 
a Federal Court or the Privy Coimcil to suit changed conditions. These 
Federations cover a wide territory with divergent conditions and view¬ 
points. It is, therefore, reasona])le that a decentralised form of government 
should be recognised, and this is, all things considered, preferable to any 
centralised administration. Each layer of Government has its important 
function. Thus with the increased development of social security, large- 
scale business and national activities generally the Federal Government 
has a most important part to play, but this should not be at the expense 
of the States or Provinces, cities or other Local Authorities. Financial 
independence, it is rightly said, is part of general independence and the 
latter is important in local self-government. In recent years, and especially 
in war, Federal administration has made tremendous strides in the field 
of public expenditures and in taxation, and this has meant a severe strain 
on the other layers of Government. The United States, Canada and 
Australia in the ’thirties are examples and the German Federation is an 
extreme example. The Nazis liave been believers in extreme centralisa¬ 
tion and the foundations of Federalism have been most seriously weakened. 
In the emergency of war the Provinces and the States in Canada and 
Australia have vacated a large part of the tax field in giving up income 
taxation during the war, but these Federations are more centralised than 
is that of the older Federation of the United States. In Australia 
especially there has been a highly developed system of grants from the 
Centre to the States, and State income taxes have been high. Moreover 
the autonomy of the States and Local Authorities is less developed than in 
the United States, so that we come back to the fact that no single solu¬ 
tion of financial co-ordination is possible. The alternative, under present 
trends to central administration, is close and continuous co-operation and 
the Federal Government, being in a strong strategic position, must be 
the leader in most instances. It has many relations with each of the 
States or Provinces and in a variety of ways, especially with its wide 
taxing powers, achieves leadership.^ This, as is often forgotten, need 
never be at the cost of the States and Local Authorities. Nationalism need 

1 Cf. G. Findlay-Shirras, kScience of Public Finance, “ The Distribution of Central, Pro¬ 
vincial and Local Revenues ” : London, Macmillan & Co., Book III, chap. xvi. Hubbard, 
Soviet Money and Finance : London, Macmillan & Co. 
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not be the enemy of Federalism. In Part T the relative increase of Federal, 
State, and Local Authorities’ expenditures and revenues haLS been set out 
and there can be only one conclusion. The States are responsible for 
many services closely affecting the citizens’ welfare. So are the Local 
Authorities, especially iif the nation-building sphere of education. Each 
layer of Government, jealous of its powers under the Constitution, has a 
job to do and some overlapping is unavoidable. In short, no complete 
and no logical solution of financial authority is possible. 

The main lesson of this study can be briefly summed up as follows. 
There is, as we have seen, already in operation official and non-official 
bodies in existence studying at close quarters financial relations in the 
various Federations. These should be developed after a complete revolu¬ 
tion has taken place in financial thought in regard to this all-important 
problem. The Committee on American Intergovernmental Fiscal Rela¬ 
tions has summed up this view in regard to the United States thus ; 
“ The Federal Government has a vital interest in maintaining and 
strengthening both State and local governments. Much valuable energy 
has been wasted unnecessarily in quarrelling over the proper spheres of 
the Federal Government and the States, when the seeds of solid achieve¬ 
ment lie in the scantily tilled field of intergovernmental co-operation and 
co-ordination. Progress in this field requires some willingness to compro¬ 
mise, to surrender vested interests, and to forget jealousies on the part of 
both the Federal GoverJiment and the States. A change in attitude of 
revolutionary proportions seems to be needed. The American govern¬ 
mental system has not been viewed as a unit by most public officials, with 
loyalties evoked and encouraged for the entire system.” The Committee 
recommends the creation of a Federal-State authority.^ Before this 
Report was rticeived a permanent official commission was the chief solution 
which had been in view as a result of the detailed study of intergovern¬ 
mental financial relations in Federations. Co-ordination is a continuous 
study and in the near future there will be more and greater demands on 
the Federal Governments for assistance in what has hitherto been State 
or Provincial and Local authority matters. The necessity, for example, 
of more and better education in Australia and in India will mean that the 
Federal Government will be asked for grants for this purpose. Social 
services and developmental services will necessitate greater co-operation 
between Federal, State and Local authorities. The main work of this 
official financial authority (the recommended Federal-State Authority) 
will be the continuous promotion of collaboration and study of the 
day-to-day co-ordination of revenues and expenditures with the many 
difficulties that crop up in the practical work of Government. The 

^ See Appendix II. 
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taxation of income by Federal and Stat-e authorities and even by Local 
authorities bristles with knotty points. The taxation of business, death 
taxation and sales taxation are similarly requiring study and co-opera¬ 
tion in their administration. The proposed authority would be worth 
its cost many times over if it succeeded in settling between the Federal 
and State authorities many outstanding and recurring difficulties. 
Ultimately the authority might be able to administer some of the taxes 
through delegated powers and to introduce the beginnings of joint returns 
and joint audit. It would also increase inter-State co-operation, which is 
easier in some Federations where there are fewer States than in the United 
States where there are forty-eight. It would also strengthen the weakest 
link in the chain of Governments in Federations — Local Authorities 
which are often small and financially most weak. Such an authority 
would undertake (1) research on the collection, incidence and effects of 
taxes ; (2) the education of public opinion by deft publicity. The 
authority would have to be official and staffed and paid for on an agreed 
basis by the Federal, State, and if possible also by Local Authorities. At 
the outset its cost may be defrayed by Federal and State authorities only. 
Its personnel need not be large. The recent American Committee suggested 
three members — one to be appointed by the President of the United 
States, one to be selected by a conference of delegates named by State 
governors, and one named by these two. All three members were to be 
suitably qualified in the field of intergovernmental financial relations. 
This body of experts was to be assisted by a Council affording “ direct 
representation of Congressional committees and recognised organisations 
of State and Local and Federal officials. Further representation for 
municipalities might also be secured by a provision requiring that one of 
the three experts be especially informed on municipal affairs.” 

The substance of the whole matter shows the necessity of a complete 
change of outlook, a revolutionary change, in intergovernmental financial 
relations. In thirty years’ service under the Crown in India, where the 
writer served under the Central Government — the Government of India 
— and under Ihovincial Governments — the Government of Bengal and 
the Government of Bombay — the urgent reform of a change of attitude 
was evident, especially since the granting of provincial self-government in 
1921 consequent ujjon the Government of India Act, 1919. A colleague 
from the Home Civil Service who founded the Labour Office of the Govern¬ 
ment of Bombay with the writer in 1921 went to discuss matters with 
the Central Government and on his return to Bombay was asked by His 
Excellency the Governor why he had been so long away. “ We know the 
Government of India.” “ Yes,” said my colleague, “ when I arrived in 
New Delhi I was told ‘ We know the Government of Bombay It is 
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true that the Government of India, as already pointed out in Chapter VII, 
had the elastic revenues including income tax, whereas the Provinces had 
with comparatively inelastic revenues to finance the expanding nation¬ 
building services. As a result of the Niemeyer award they had access 
to income tax. Similarly in Canada and Australia the proceedings of 
Premiers’ Conferences show the same rivalry. The same lack of seeing 
the other man’s point of view is seen in the United States. “ The American 
governmental system has not been viewed as a unit by most public officials, 
with loyalties evoked and encouraged for the entire system. If the mayor 
of a municipality believes that a change in the Federal income tax would 
embarrass his own Government, he is likely to feel no great concern as 
to whether the change is needed to strengthen and equalise the Federal 
system of personal taxation. Federal administrators show equally un¬ 
fortunate blind spots. Very often they lose, in addition, a proper sense 
of proportion, and conclude that all wisdom and authority are concen¬ 
trated in Washington. State officials who object to this frequently show 
the same attitude in dealing with municipalities. Rome of this is but the 
inherent limitation of human beings. But much of it could be eliminated 
by more conscious effort.” ^ 

The great point in favour of a Federal-State Financial Authority is 
that it will meet the need of to-day — continuous and constant co-opera¬ 
tion at a time when Federal and State relations demand a new outlook 
and when inter-State relations must be so close that inter-State rivalries 
and inter-State trade barriers require an antidote. Co-operation must 
not end with this institutional change. Non-official bodies of all kinds 
such as the Council of State Governments in the United States, and 
official bodies such as the meetings of State Premiers in Canada and 
Australia with the Federal Government, together with every possible 
step to create public interest and disseminate information, must continue 
in all directions.2 The old Federalism in which the Federal Government 
and the States or Provinces each went their separate ways without much 
regard as to what the others were doing is giving place to the new 
Federalism, a co-operative Federalism. With the development of social 
security and of business of all kinds in the Federations in the last decade 
there must be this co-operation to carry out functions which neither the 
Centre nor the States can do alone. Uniform or at least integrated action 
on common problems is vital. 

^ Senate iJocument, No. 09, 78th Congress — Report of Committee on Inter¬ 
governmental Fiscal BelaiionSj Washington, 1943, vol. i, chap. i. 

2 Cf. Tax Yields, Annual Tax Collection Statistics for the various Units of Government 
in the U.S.A. ; Philadelphia, Tax Institute of the University of Pennyslvania. Tax 
Systems of the World, the annual publication of the Tax Research Foundation, prepared 
under the direction of the New York State Tax Commission. Chicago (Commerce Clearing 
House, Inc., of the Corporation Trust Co.). 
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SPECIFIC PROBLEMS OF INTERGOVERNMENTAL FINANCIAL RELATIONS 

I. The Difficulty of generalising on Specific Problems 

Plato in the Repuhlic reminds us that the philosopher is one who takes 
general views- and Adam Smith in his Essay on the History of Astronomy 
always looks for “ connecting principles These arc difficult indeed 
when we deal with specific expenditures and specific taxes in inter¬ 
governmental relations. The reason is not far to seek. In the first place 
the Federations differ in a large degree historically, economically and 
financially. Tlndr economies, too, are made up of a number of diverse 
and highly specialised areas. A very large proportion of the surplus 
income of the country is concentrated in a few areas and planning in 
terms of an integrated Federalism is most difficult. What applies to one 
country may be unsuitable for another. As a result of national policies 
and of the specialised nature of the resources or industries of the regions, 
the States or Provinces while dependent on each other are, at the same 
time, notably in the United States, Canada and Australia, widely different 
in economic strength and taxable capacity. It is, therefore, difficult for 
the Federal Government to insist on equal standards everywhere. The 
more prosperous States or Provinces in a Federation have to bear burdens 
heavier than those of the poorer, which sometimes are inclined to think 
that they are completely disregarded by their wealthier neighbours and 
that they must be content with inferior social and developmental services. 
To-day more than ever before there is in Federations a demand for the 
better distribution of governmental burdens in all layers of Government, 
for a fairer distribution of social benefits, for a more equitable tax system, 
and for a financial policy which will stimulate and not depress the national 
income. The war has quickened this demand. As Adam Smith reminds 
us in his Wealth of Nations (which “ declined into the world ” on 9th 
March 1776, a few weeks after Gibbon’s first volume of his masterpiece 
was published), “ The expense of government to the individuals of a great 
nation is like the expense of management to the joint tenants of a great 
estate, who are all obliged to contribute in proportion to their respective 
interests in the estate. In the observation or neglect of this maxim 
consists what is called the equality or inequality of taxation.” ^ 

These facts have to be remembered when the problem of inter¬ 
governmental financial relations as applied to specific expenditures and 

1 Book V, chap, ii. Part ii. 
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specific taxes is discussed. The student of Federal Finance requires in a 
high degree in this part of his subject what Cavour called “ tact des choses 
possibles What is flawless in logic is not always practicable and we 
must know the illogicality of facta. Wc should have the instinct for what 
is possible. “ Very pretty,” as the late Lord Milner used to say, “ but it 
won’t work.” It is not an easy matter to do what the lumberman does 
in a log-jam and pick out the key log which, once moved, sets the rest 
going. We have, for example, the highly centralised type of Federation 
in the U.S.S.R., the German Reich and the Union of South Africa. The 
U.S.S.R. has one Budget which consists of the Federal Budget and 
the budgets of the sixteen federated republics and their Provinces. The 
Government of the Union fixes the taxes of the whole Union and agrees 
to the levying of supplementary taxes to satisfy the requirements of the 
federated republics. The Budget is approved by the Central Executive 
Committee (ZIK -USSR). In addition to prescribed shares, the republics 
may retain surpluses of their own and levy special taxes.^ In the United 
States of Venezuela State and municipal taxation is of little importance 
because the States and municipalities follow with very few exceptions 
the Federal jurisdiction under the Constitution “ in all that is related to 
the legislation of the principal taxes ”. The taxes are almost entirely 
indirect. In the United States of Mexico and in Switzerland, on the 
other liand, the States and municipalities have their own tax systems in 
addition to the Federal which relies on the taxation of land, corporations, 
incomes, stamps, films, and a tax on the exportation of capital or income, 
known as the absentee tax. The United States of Brazil, under its Con¬ 
stitution of 16th July 1934, has exclusive power to levy certain taxes, such 
as consumption taxes except on gasoline, and taxes on income and rents 
except on income from real property, but it has concurrent power to levy 
taxes except those reserved exclusively for the States. Some Federal 
Governments have far greater taxing powers in relation to functions 
requiring expenditure than the States, as in the Commonwealth of 
Australia, and devices referred to in Chapter V have been used to dis¬ 
tribute Commonwealth or Federal revenue to the States. For the duration 
of war in Canada and Australia the Federal Governments have fcderalised 
pa.rt of the Provincial or State tax systems, but these, unlike the United 
States, have a highly developed system of grants from the Centre, and 
Provincial or State income tax rates were substantially higher than in the 
States of the American Union. State and Local autonomy in Canada and 
Australia is also less developed than in the United States. 


^ For a detailed analysis of the tax system in the U.S.S.R. see the tax chart in 
Tax Systems of the }Yor}d, published by the Tax Research Foundation, Chicago (Corporation 
Trust Co., 205 W. Munroe Street). 
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II. Policy and Public Expenditures 

Conflicts in intergovernmental financial relations arise from public 
expenditures as well as from taxes. In recent years expenditures on 
social and developmental services have increased at an extraordinary rate 
in several of the Federations studied, e.g. in the United States. Canada 
and Australia. “ In the particular circumstances of a given age or 
nation,” wrote John Stuart Mill in the last chapter of his Principles, 
“ there is scarcely anything really important to the general interest which 
it may not be desirable or even necessary that the Government should 
take upon itself, not because private individuals cannot effectually per¬ 
form it, but because they will not. ... In many parts of the world the 
people can do nothing for themselves whuh requires large means and 
combined action. All such things are left undone, unless done by the 
State.” This appeared in 1848, and about a century later, remembering 
the tremendous changes in educational and other expenditure on the 
social services, especially unemployment relief, we liave seen increased 
expenditures on social and developmental services which would have been 
regarded even a decade or so ago as impossible. Education and welfare 
services on a national basis cannot be left to State or Provincial or to 
Local Authorities. New factors have been introduced into a more highly 
geared and vulmu’able mechanism as a nvsult of industrial and agricultural 
specialisation. Mass unemployment is a national business and not a 
local one and is concerned with more than providing subsistence for its 
victims. It is concerned with national financial policy--monetary and 
exchange policy, national taxation, deficit financing tariff policy and other 
weapons in the national armoury. States and Local Authorities are 
interested in the highest possible standards of living and national security, 
and many of the social services are best administered by co-operation 
between the layers of Government so that due he(‘d is paid to local circum¬ 
stances. The following two tables bring out the importance of social and 
developmental services and the differences existing between the Federal 
systems studied. They refer to the pre-war years. The table relating to 
the war years is given in Part III. The changes in the war years are strik¬ 
ing, especially in the United States. In the year ending 30th June 1944 it 
is estimated that the aggregate expenditure of the Federal Government will 
be $106,000 millions, and taxation $38,000 millions, leaving a deficit of 
$68,000 millions. Thus 36 per cent of the total Government expenditure 
was met by taxation, as against 47 per cent in Canada and almost 52 per 
cent in Great Britain. The national income is estimated to reach a new 
high record of $150,000 millions. The Public Debt on 1st July 1944 is 
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likely to be $206,000 millions. The classification of the expenditures has 
been explained in Chapter II. 


TABLE I 

COMPABATIVE TaBLE OF EXPENDITURES FROM ReV'ENITE IN RELATION TO THE 
National Income, Total for All Governments, 1937-38 




Per eoiit ot 

tin National Income 


1 

I'liitetl 

St.iti-s 

Canada 

Australia 

South 

Alriea 

India 

1. Primary Functions : 






Legislation, adminirttration, 






justice, pensions, etc. 

4 

5 

3 

3 

3 

Defence 

1 

1 

1 

♦ 

3 

Debt services 

2 

6 

7 

3 

1 

Total, Primary E line lions 

7 

12 

11 

- 

6 

7 

2. Secondary Functions : 






(1) Social Services : 






Education 

3 

3 

2 

3 

1 

Unemployment relief 

3 

3 

1 

* 


Other 

2 

3 


2 

1 

1 

Sub-total, Social Services 

1 « 

1 

9 

7 

5 

2 

1 (2) Developmental: 

1 





1 Transportation 

1 2 

2 

2 

2 

2 

Other 

1 4 

1 

2 

1 

1 

Sub-total, Developmental 

1 

1 6 

I ^ 

4 

3 

3 

(3) Miscellaneous 

i * 

! 

1 

* 

1 ♦ 

'JYjtal, Secondary Eune- 

1 



1 


tions 

1 14 

12 

12 

9 

5 

Less Dnpheations 






Net Total EvrENiiiTunE 

21 

24 

23 

15 

12 

National Income (in millions) 

$69,400 

$4300 

£796 

£370 

Rs. 19,000 


* Li'ss tliaii 0 per opiit. 


The characteristics of each Federation’s public expenditures have been 
dealt with in the chapters in Part I. The folio win points in recent years 
are of special importance. In the first place there has been an element 
of flexibility in the interpretation of the Constitution, especially in the 
United States in regard to the New Deal. Direct Federal assistance has 
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(Percentage distribution) 
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been extended, and since the great depression grants-in-aid have been 
more common than was formerly the case. In Australia the system of 
grants-in-aid has been specially noticeable. Much still remains to be done 
to provide national minima without burdening Local Authorities. This is 
especially desirable in the sphere of education, above all of elementary 
education. The economic and cultural value of such a policy on the part 
of Federal Governments cannot be over-estimated. The Intergovern¬ 
mental Fiscal Relations Committee of the American Treasury made a 
recommendation which has reference to Federations generally on the 
subject of Federal assistance : “ Unemployment is a national problem, 
and important advantages would result from changes which would put 
the Federal Government in a position to develop its social security system 
as a whole. On the other side, the interests in experimentation, participa¬ 
tion and adjustment of programmes to local diversities may be cited. A 
law suited for New York may be badly adapted to Nebraska. Were the 
programme to be inaugurated now, it is probable that a national system 
would have the preponderance of advantages. Since the States have been 
granted the leading role in the system, they should be given time and 
Federal assistance to demonstrate whether they can handle it successfully. 
Constant threats to federalise the function will only interfere with cordial 
Federal-State rtdations.” ^ The Committee also holds that a very strong 
case for a functional transfer can be made to mak(' it incumbent on 
Corporations doing an inter-State business to secure a Federal charter. 
This, however, is a point to which reference has been made in the previous 
chapter when dealing with the general problem. The Royal Commission 
on Dominion-Provincial Relations in Canada would centralise to a degree 
which might int(‘rfere with the real democratic working of the lower 
layers of Government by its proposition to relieve the ])rovinces and 
municipalities entirely of the burden of relief for the employable unem¬ 
ployed and their dependants and at the same time assume tin* whole of 
the provincial but not the municipal debts, except in Quebec where the 
proviiK'ial debt bears an unusually low proportion of combined provincial 
and municipal debt. The Dominion in the case of Quebec would assume 
40 per cent of the net cost of the combined provincial and municipal debt 
service. The Dominion, as we have seen, was to ask the Provinces to 
withdraw from certain important tax fields and to surrender existing 
subsidies and give to certain Provinces a National Adjustment Grant. 
The Dominion Government accepted the Report, but owing to opposition 
from some Provinces decided to take over for the duration of the war 

^ Dociiinent No (19, 78th Congress — Report of Committee on Inter- 

govcrnmentdl Fiy^cal Relations, vol. i. Major Conclusions and Recommendatioris, chap, vi 
(Washington Treasury Department, 194,'J). 

^ iSce Appendix I. 
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income taxation on payment of an a^j^reed annual sum to the Provinces. 
It is questionable whether so great a change as the Royal Commission 
envisaged is in the long run in the interests of Federal expenditures, 
especially where State and Local autonomy is developed. Are not other 
co-ordination devices preferable ? In war-time we are a])t to believe that 
Federal Governments are so predominant that the day for Provincial or 
State autonomy and for Local self-government has entirely j^one. As 
stated in the previous chapter this is a fallacy, since these other layers 
of Government can spend, all things considered, wisely. There cannot 
be a completely clear-cut solution of Federal expenditure. 

III. Policy and SPKciFjr Taxks 

Emphasis has been laid in the previous section on tlu' importance of 
public expenditures in intergovernmental financial relations because 
these functional (*xpenditiires plav a great part in the relations between 
layers of Government in Federations. They are important for another 
reason. These expenditures must be examined before we come to definite 
conclusions on tlie burden of taxation. Those who are at the bottom of 
the income scale pay mostly in indirect taxation, m the form of taxes on 
consumption goods, but, on the other hand, they receive free educational 
benefits and other social sinvices of value. It will be noticed in Table II 
above that the distiibution varies not only between the different layers of 
Government but also bidween the different Federations. Some have, for 
example, high expenditures on the social services or on developmental 
services, while others have scarcely any or comparatively little. Rome 
spend much on education, others on defence and so on. We are here 
dealing wdth specific taxes and intergovernmental relations in regard to 
those taxes wLich overlap and, because of their overlapping, bring about 
conflicts. Of these the most important are the progressive taxes — income 
and death or inheritance taxes ; taxes on property ; corporation or busi¬ 
ness taxes ; and mainly consumption taxes such as those on liquor, 
tobacco, gasoline and sales. Pay-roll taxes in the United States are also 
combined Federal and State taxes. 

The following table show^s at a glance the tax structures of the Federa¬ 
tions studied with the distribution of the taxes among the various layers 
of Government—Federal, State and Local Authorities. When placed side 
by side, the differences between the structures are striking and the over¬ 
lapping jurisdictions are evident. The basis of the classification has been 
described in Chapter II. The main idea is to show the degree of jirogression 
or regression of the taxes, as w ell as the spr(‘ad of the taxes among the 
various layers. It is with this latter point we are now mainly concerned, 



TABLE III 

Comparative Table of Revenue Systems, All Governments, 1937-38 
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but we cannot be blind to the cumulative eflect of tlie taxes in each layer 
of Government and in each group. As one’s eye runs down tlie table, one 
is struck by the lack of progression in some Federations, as for example in 
Canada and India, and how much of the taxation is on costs rather than, 
as in the case of income taxation, on surplus or net incomes. Taxes on 
business based not on net income but on arbitrary capitalisation of income 
and taxes which increase the cost of living at the subsistence level and 
increase wage costs are taxes on costs. Efficiency in taxation is not merely 
efficiency in collection but efficiency in the sense of collo(;ting it with the 
least burden on the national income. Lack of co-ordination and a high 
number of taxes affect the efficiency of a tax system positively through 
restriction on production, and therefore on employment and also on invest¬ 
ment. It may also be said to affect it negatively by the fact that financial 
policy is not used to increase the national income. These facts have to be 
remembered in dealing with the problem of conflicts in regard to specific 
taxes in the four groups of taxes in the table - progr(*ssive taxes, taxes 
on property, taxes on business and consumption taxes. 

The co-ordination of progressive taxes — personal income taxes and 
succession duties or death taxes — is the most important problem awaiting 
solution in Federal finance. It has to be considered from a pragmatic or 
realistic point of view, and this means that an analysis of each Federation 
must be undertaken separately. The science of Public Finance and especi¬ 
ally the taxation part of it is not in the strict sense of the term an exact 
science. 

hworne Taxes 

Take, for example, the taxation of income. In a Federal economy the 
difficulties of this, the most fair and most highly developed instrument of 
taxation, are serious tax injustice and friction among competing taxing 
authorities in an integrated and complementary economy. In the United 
States about two-thirds of the State Governments levy income taxes. In 
Canada all Provincial Governments except Quebec, Nova Scotia and New 
Brunswick have recourse to this form of taxation. All the six States of 
the Australian Commonwealth have income taxes which, especially in 
Queensland and New South Wales, were important. During the present 
war the Federal Governments in Canada and in Australia have taken 
this head of taxation to themselves and compensated the Provinces 
and States in order to get the greatest possible revenue collected with 
the maximum of efficiency. The variation in rates between the Federal 
tax and those of the States or Provinces and in some cases between 
Local Authorities and the division of jurisdiction have led, especially 
in the higher ranges of income, to great inequalities. Even before the 
war the Canadian Dominion tax was one of the highest in the world. 
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for the largest incomes and the combined Dominion-Provincial tax in 
Manitoba, Saskatchewan, Alberta and British Columbia was, as shown 
in Chapter IV, the most burdensome in any Federation, varying from 
33 per cent in Nova Scotia to 58 per cent in Saskatchewan. There 
were also great differences in exemptions. In Alberta and British 
Columbia no exemption of Dominion income tax paid was allowed, while 
exemption was permitted in Ontario. When the definition of income varies, 
tax-collecting offices, increased costs of audits, unnecessary costs and 
annoyance of tax-compliance to taxpayers result. Income taxation to-day 
is regarded as the equaliser of the whole tax system, but it cannot be so 
in the above circumstances nor when there arc heavy tax burdens on 
business costs, marginal industry and on the lowest income groups in 
which the burden of consumption taxes is lieavy. Those in favour of 
having this instrument of taxation under one authority emphasise the 
importance of the rate of progression which results. 

No single method of co-ordination applicable to all Federations is 
possible. One method, however, is for the whole of income taxation to be 
collected by the Federal authority and for the States or Provinces, as in 
India, to get a share. As years go on, Federal Governments will have to assist 
the social services to a greater degree than obtains to-day and States them¬ 
selves may wish to have more access to progressive taxes. It is, therefore, 
suggested that these units be pcirmitted to add a percentage to the Federal 
tax, due care being ta,ken to avoid differences among th(‘ units as regards 
rates and jurisdiction. A generally applied standard avoids jurisdictional 
conflicts. Where this is not the case, as in pre-war Canada and Australia, 
tax injustice is bound to arise. A second proposal to avoid conflicts is for 
tlie Federal Government alone to levy the tax. This is tlie recommtuida- 
tion of theCanadianlloyalCommission on Dominion-Provincial Relations.^ 
The Provinces are, it is proposed, to cease to use this form of taxation. An 
exception is made permitting them to levy a proportionate tax on wages 
and salaries to m(*et premiums for socual insurance within provincial 
jurisdiction. The Commission bases this recommendation and indeed 
tliose regarding th(‘ withdrawal of the Provinces from the field of corpora¬ 
tion taxes and inheritance taxes, on two grounds ; (1) the withdrawal is 
part of its Financial Plan under which the Dominion will assume all dead¬ 
weight provincial debt, responsibility for unemployed employables, and 
new National Adjustment Grants to certain Provinces; all Provinces, 
therefore, receive a quid pro quo for withdrawal from these fields : and 
(2) equity between different Provinces and the exploitation of the tax with 
the least harm to the national income will be achieved by a single jurisdic¬ 
tion administering the tax. It must be remembered that in Canada as in 


See Appendix 1. 
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Australia there is a well-developed system of grants-in-aid from the 
Central Government to the Provinces or States, and the tradition of 
Provincial or State and indeed Local autonomy is not so deep-rooted as 
in the United States. There is another point to be considered with care. 
Should, from the point of view of self-government in the units, access to 
progressive taxation be withdrawn ? The value of State or Provincial 
independence in financial affairs cannot lightly be set aside. The advan¬ 
tages of the Federal Government’s assuming the role of sole authority in 
income taxation have to be set against the disadvantages of such a policy. 

A third method is a method to continue but to improve greatly the 
collection of income tax by both Federal and State or Provincial authorities. 
In the United States, for example, the withdrawal of State authorities 
from the field of income taxation would be outside the realm of practical 
politics because of tlie importance of income taxation in State taxation, 
and also because of the large meahure of financial ind(‘pendenc(‘ on the 
part of the States, a growth of over a century and a half. In the United 
States, too, there has developed a system of co-ordination (c.^. in regard 
to income tax deductibility), although co-ordination in administration 
and in other directions is still far from what it might be. There is much 
room for the development of co-operation between the Federal Government 
and the States and bidw^een the States themselves. For example, the 
principle of deductibility could be extended. It should be the rule that in 
calculating taxable income not only should the Fedi'ral tax paid during 
the year be deducted from the income before arriving at the State taxable 
income, but the reverse process should be universally applied in all the 
thirty-five States where net income taxes prevail. The States themselves 
should see that this principle is enforced between one State and another. 
Here the Federal-State authority would be useful in avoiding problems 
such as conflicting jurisdictions, high compliance costs, and inter-State 
competition. An alternative would be to use the Federal tax as the basic 
one for all States and by a great improvement, much overdue, to make 
the State tax a supplement. The principle of deductibility has the addi¬ 
tional advantage that it prevents the combined Federal and State rates 
becoming confiscatory. It is a curb to tax avoidance by migration and 
also reduces the amounts which the Federal Government collects from the 
taxpayers of income tax levying States than from those in non-levying 
income tax States with equal incomes before taxes are paid.^ The most 

^ Cf. Senate Document No 78th Congress — Report on Inter governmental Fiscul 
BeUitions, vol. i, chap, iv; “ If each Government allows the deduction of taxes paid the 
other, the combined load of an 80 per cent Federal and a 15 jier rent (State rate is only 80-7 
per cent (77 3 per cent Federal and 3 4 per cent State). ... At the $5000 level, the differ¬ 
ential in total income taxes lietween a New York and non-mcome tax State taxpayer (1042 
rates) is 11 per cent of net income and 14-7 per cent of the total tax of the latter taxpayer.” 
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desirable form of co-ordination, as will be clear from what has been said, 
is in administration. State supplements would hardly be possible without 
uniformity and a considerable improvement in administration. In this 
connexion the Committee on Intergovernmental Fiscal Relations stated, 
“ A sound precedent for delegated administration has evolved in both 
Canada and Australia, and the development of joint administration has 
been suggested as an improvement upon these successful experiments. 
Utilisation by the States of Federal income tax information is already 
developed to some extent and some informal co-operation between 
administrative staffs now occurs. But the field has scarcely been scratched. 
Joint returns, joint audits, joint use of personnel and more uniform laws 
are a few of the possibilities,” and on the subject of multiple taxation 
added, “ Jurisdictional conflicts constitute a problem in which the 
Federal Government is most strategically situated to make decisions. 
The rules that should be applied and the means of promoting them must 
remain somewhat vague for the present. But the outlines of a desirable 
procedure arc fairly clear. They call for (1) conference and consultation 
between Federal and State officials as to acceptable uniform jurisdictional 
rules ; (2) joint promotion of the adoption of these rules ; (3) acceptance 
of Federal arbitration in cases of dispute ; and (4) Federal development 
of incentives for State compliance. The Federal Government should 
gradually develop techniques to purchase compliance with such rules 
regarding jurisdiction as it may establish, in consultation with the 
States ^ 

The position, in short, is that the income tax in some Federations is 
so important to the States that it cannot be a purely Federal head of 
revenue. Take, for example, the United States. The following table 
shows that income tax was the second most important tax in 1940 in the 
tax structure as a whoh*, and the fourth most important State tax. 

It is being increasingly realised that too much time has been wasted 
in the past in conflicts on income tax by attempting a comprehensive 
single plan for immediate adoption so that one layer has the whole field 
of income taxation. In Federations a single uniform Federal tax is not 
always possible. Where it is, the States may be permitted to add a supple¬ 
ment under definite conditions. In the majority of Federations, however, 
the goal should be a uniform Federal and State income tax, and to achieve 
this continuous and exhaustive consultation with the Statens is desirable 
and a Federal-State authority would greatly advance this. The revolu¬ 
tionary change in attitude has been emphasised in the previous chapter. 

^ Report of Committee on IntergovcrnrmnUil Fiscal Eelations — Major Conclusions and 
Recommendations, vol. i, chap. iv. 
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TABLE IV 

United States Taxes in Order of Importance in 1940 
($ millions) 





Local 



Tax- 

Feiieral 

state 

(JovenunciiLs 

Total 

I*t‘i (entage 




(EHtiinaL'il) 



Property 


240 

4445 

4,685 

36 

Income . 

2130 

369 

20 

2,519 

20 

Gasoline 

257 

853 

5 

1,115 

9 

Alcoholic beverages 

624 

244 

4 

872 

7 

Tobacco . 

608 

98 


706 

5 

Sales taxes 

28 

491 

70 

589 

4 

Motor vehicle . 

119 

412 

2 

533 

4 

Inheritance, Estate and 






Gift . 

360 

116 


476 

4 

Customs 

350 



350 

3 

Other 

384 

444 

200 

1,028 

8 

i 

Total . 

4860 

3267 

4746 

12,873 

100 

Percentage of total, ex¬ 






cluding pay-roll taxes 

38 

25 

37 

100 


Percentage of total, in- ^ 






eluding pay-roll taxes 

39 

28 

33 

100 



Sour(e—Tax Yields 1940 

Note —Inrnnip lav incliuleH pvrscjiial and roiporati iiuoiiiv tavin Inmod iiprni in t inmiiio. ]*a\-ri)ll 
taxes 111 D)4U \\ero federal JfBUB iiiillioiis, Statv ti.851 iniUions, a total ol $llJ8d luilliDiis (Old Akc 
J leni'fUs Isbor) inillioiis, T^neiiiplovnieiit iiiillioiiH), 


Death Taxes 

In the United States death taxes are levied by the Federal as well as 
by State authorities. The Federal Government levies an estate tax, a 
progressive tax, on the entire estate regardless of the division of the 
estate among successors, and it grants a credit for State death taxes to 
those States which levy a similar estate tax either as a substitute for an 
inheritance tax or as a supplement to it. The result has been that all States 
except one (Nevada) levy death taxes either in the form of estate or 
inheritance taxes, both being paid after death. The estate tax is levied 
on the whole estate, while the inheritance tax is graded according to the 
individual bequest and the relationship of the successor to the deceased. 
Death taxes are supplemented by gift taxes, as in the case of the Federal 
gift tax and some of the State taxes. In Canada inheritance taxes are a 
provincial head of revenue, although the Royal Commission on Dominion- 
Provincial Relations recommended, as we have seen, that it should be 
solely a Federal tax. The Constitutional limitation that the Provinces are 
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restricted to direct iaxatioii within the Province ” has been a fruitful 
subject of legal decisions as to the validity of provincial statutes in this 
regard. In the competition for revenues difficulties of double taxation, 
impediments to the free movement of capital and excessive costs of tax 
compliance and administration have arisen. Two estates of the same 
amount even in the same Province are differently taxed. If the deceased 
was domiciled in one Province and the beneficiaries are in that Province, 
the estate is taxed once. If in several Provinces the estate is taxed by each 
Province on the assets situated within it, and it will be taxed on the 
transmission of tlie property to the beneficiaries in the Province in which 
they reside. The application of rules ascribing an artificial situs to 
intangible personal property such as company shares and moneys payable 
under insurance policies, as well as the taxing of real property and tangible 
personal property, have given rise to conflicts. The absence of reciprocal 
agreements among Provinces and delays owing to administrative regula¬ 
tions have added to the difficulties already noted. In Australia there are 
Federal and State duties which were in the period 192G to 1935 from 1-8 
to 3*8 times as large per capita as in Canada. In South Africa the duties 
are Federal. In India this form of taxation is provincial, as in Switzerland, 
but it is as yet undeveloped, although the making of all successions liable 
to taxation as well as the imposition of an estate duty even on the joint 
Hindu family are feasible ^ and await the sickle of the tax-gatherer. 

No clear-cut principle can be laid down as to the federalisation or the 
reverse of the tax. Much can be said for making the tax a Federal one 
whether it is levied on the corpus of the estate (an estate tax) or on the 
shares passing to beneficiaries (an inheritance tax, succession or legacy 
duty). It will do much to avoid conflict among State or Provincial 
Governments and unfairness and inequality. In addition to the (criticisms 
already made in regard to the systems in Canada and Australia, there are 
those concerning (1) the inequality of the yield as between provinces ; 
(2) the Federal Government in most Federations being responsible for a 
large part of the cost of social security ; and (3) the detrimental effect of 
the ])resent system on the national income. In regard to (1) nearly nine- 
tenths of succession duty collections between 1926 and 1939 were collected 
in Ontario and Quebec, while in the same period these Provinces produced 
65 per cent of the national income. If the tax were made entirely Federal 
the variability would not unbalance Federal revenues as it does Provincial 
revenues, for Dominion revenues are so much larger and the base would be 
much larger, covering a wider population. In regard to (2), the nine 
Provincial Governments of Canada cannot meet the cost of the responsi- 

^ 8eo G. Findlay Shirras, Science of Public Finance, vol. ii, chap, xxiii, p. 667 (1936, 
London, Macmillan & Co.). 
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bility of unemployed employables, and already before the war the major 
share was being borne by the Dominion Goveriinient. Excessive rates of 
death taxation, as in the case of income taxation which makes the taxpayer 
refrain from earning additional income, may lead him to avoid accumu¬ 
lating wealth and instead to buy annuities. An alternative scheme would 
be for the Provinces or States in consultation with the Federal Government 
to come to an agreed policy of death taxation for all Provinces or States 
and for the Federal Government to collect the tax on its own behalf and 
on behalf of the Provinces or States. The American Committee in its 
Report realised the truth of this when it said, “ on strictly logical grounds 
a very strong case could be made for separation of sources as a co-ordina¬ 
tion device in the death tax field. If this were recommended, the Federal 
Government would be the choice as the taxing unit. The State tax is 
plagued by interstate competition and multiple taxation, and especially 
by the fact that estates are highly concentrated in a relatively few States, 
though the wealth represented may have been accumulated over a much 
wider area. On the other hand, the States, with one exception, have a 
proprietary interest in this field and any proposal for surrender would 
rouse intense antagonism. Moreover, any method of getting the StaUiS 
out of the field, short of a constitutional amendment, would involve a 
distribution of revenues not very different from the present.” ^ 

Death taxes are co-ordinated in some Federations by a system of credits. 
The deceased’s estate tax is given a credit against the Fialeral tax to the 
extent of death duties paid to the States. This applies to the Federal 
Estate tax but not to the gift tax, although there is no reason why it 
should not be extended to the latter. A credit computed under the 
Federal estate tax is allowed up to 80 per cent. When a credit is in force, 
a Federal Government should, in consultation with the States or units, 
arrive at an agreed method of exemptions, common to both the Federal 
Government and the States, and the Federal Government should broaden 
it (1) to secure single administration and (2) to avoid multiple taxation. 
There is no reason why the Federal Government should be responsible 
for administration, but it should determine the taxpayer’s liability to the 
States. Alternatively the Federal-State financial authority may be 
entrusted with the administration of the tax. A thorough overhauling 
of the system is overdue in most Federations. Its introduction in 
countries which are of industrial importance and in which death taxes 
have not yet taken their due share in the tax system should be seriously 
considered. India is a case in point. 

^ Senate Document No. 09, 7Sth Congresa—lleporl. of Committtie on iTUergovern- 
mental Fiscal Relations, Major Conclusions and Recommendations, vol. i, chap, iv. 
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Business Taxes 

The present position of business taxes from the viewpoint of inter¬ 
governmental financial relations is, to parody Pope, a mighty maze without 
a plan. In addition to Federal and State corporation income taxes there 
are taxes levied on capital, the number of branches, gross revenue, 
physical volume of output, mileage of track or wire, mileage worked, note 
circulation, volume of deposits, and insurance premiums. These taxes 
are levied on a plethora of concerns such as banks, insurance companies, 
transport, telegraph and telephone companies, gas and electric power 
companies, chain stores and miscellaneous companies. The basis of 
taxation varies and may be said to run counter to the canons of taxation. 
The Federal tax was in origin a part of personal income tax, but the 
two taxes are now independent, dividends being taxed under the personal 
income tax and the corporation tax being levied on corporations qua 
corporations, i.e. business is taxed as such. Provinces and States look on 
business as a goose which lays the golden eggs and do not care how much 
cackling takes place in plucking it. The result is not only complexity 
but black chaos in the competition for revenue. Federal-State co-ordina¬ 
tion, in the absence of any strong policy from the Federal Government, 
is most difficult. It goes without saying that business is accepted as a 
subject suitable for taxation, and this is, without the present disadvan¬ 
tages, possible by direct taxation. Not only are investments in different 
Provinces taxed at different rates even in the same class of business, but 
different forms of business in the same Province are subject to different 
rates and businesses operating throughout the Federation are taxed twice 
and three times without relation to net income. In these circumstances 
tax compliance is high. 

How is this inequity, divided jurisdiction, increased business costs and 
the eradication of the marginal firm to be overcome ? One solution is a 
uniform centralised system based on net income. Corporations, therefore, 
operating at a loss would not be taxed. A general business tax levied by 
the Federal Government and shared with States and Local Authorities is 
the ideal. The States and Local Authorities would vacate gross and net 
income taxes, capital stock taxes and other taxes on business. This does 
not mean that bona-fide Provincial or State and Local licence fees, real 
estate taxes and consumption taxes collected through corporations would 
be excluded. State or Provincial taxes on business are, as a rule, vexatious, 
detrimental to the expansion of the national income and are, as we have 
seen, a source of inter-State or inter-Provincial jealousy. They are often 
taxes on costs rather than on profits. Two recent authorities have 
emphasised the necessity for correlation of taxes on business. The 
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Canadian Royal Commission, as we have seen, recommended that the 
Provinces should withdraw completely from the taxation of corporations. 
Similarly the Intergovernmental Fiscal Relations Committee of the 
American Treasury reported that a Federally collected tax with distribu¬ 
tion to lower layers of Government may be the solution but added that 
public opinion is not yet ready for such drastic action. Research would be 
needed, as the change ‘‘ would involve heavy complications, including the 
separation of business taxes from property taxes, Federal apportionment, 
and the adaptation of the programme to the needs of the States. Against 
these must be balanced compliance costs resulting from diversities, 
injustices and losses of revenue owing to jurisdictional confusion, and the 
repressiveness of State forms of taxation. A quantitative appraisal of 
what these causes for action add up to is not possible without research 
that cannot be att(*mpted in an emergency like the present. The results 
might support a recommendation for complete federalisation of business 
taxes by application of a Federal sharing programme.” ^ Until this is 
done, the Committee suggests (1) better integration of the personal and 
corporate income tax at the Federal level ; (2) State use of a system similar 
to the Federal, with resulting possibilities of joint administration, mitiga¬ 
tion of multiple taxation and State supplementation ; (3) research and 
education in this whole field ; and (4) Federal incorporation of corpora¬ 
tions engaged in inter-State business. 

Nothing has been said about the excess profits tax which may or may 
not bo used beyond times of emergency. It has proved to be of great im¬ 
portance in war finance and has values otlier than as a revenue-producer, 
being an anti-inflation instrument. But it has b(‘en in recent years, wherii 
industry is of great importance, a first-rate revenue-producer. The tax 
captures, as its name implies, excess war ])rofit8 as well as monopoly 
profits that have slipped through the net of other controls and “ windfall ” 
income. In war-time the principle is that no one should be allowed to 
make excessive profits out of war conditions. A normal or standard profit 
may be measured by reference to the profits over an average of years, on 
the supposition, of course, that the business was making normal profits 
in those years. In fixing normal profits a percentage on the capital 
employed may also be taken, but here discrimination between different 
classes of businesses has to be considered. Other problems, such as the 
rate of tax, the checking of wasteful expenditure, the items to be included 
in computing capital, allowances in respect of wasting assets, the treatment 
of new subsidiaries, are of great importance and have to be mentioned 
only to show how essential Federal direction is. Here again the Federal- 
State Authority, proposed in the previous chapter, will be invaluable. 

^ Op, cit. vol. i, chap. iv. 
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Taxes on Property 

The high percentage which taxes on property play in Federal financial 
structures is well seen in Table III, e.g. under the United States. Changes 
have been developing in the present century in the oldest of the Federa¬ 
tions studied so that the tax has become less and less a State tax and 
more and more a Local Government tax, the States depending on such 
taxes as the gasoline tax, the general sales tax, the income tax, the 
motor vehicle tax and the pay-roll tax, each of which, as Table IV 
shows, is more important than the property tax. In fact, the property 
tax since the beginning of the century has fallen from 50 to 5 per cent 
of the total of State revenues. It was in 1940 the largest single tax 
of any layer of Government. The general tax is levied on all forms 
of property — real and personal, tangible and intangible, but, as the 
exp('rience of the great depression has shown, it is not a tax to depend 
on and it makes one agree with Seligrnan who held that it was “ one 
of tlie worst taxes known in the civilised world The method of 
levying the tax, the numerous exemptions, statutory limitations and so 
on,2 coupled with the memories of New York City’s great difficulties when 
the tax failed it just over a decade ago, are not peculiar to one of the 
Federations but in some degree are common to all. The problem of Local 
Government finance bristles with difficulties connected with this form of 
taxation, and in the enquiries made, especially in regard to Australia and 
India, statistical information has been sadly wanting. One of the first 
reforms in Federal finance after the war should be research on local finance 
with a viewto improving the taxation available to Local Authorities, especi¬ 
ally cities. This, too, raises the question of better representation of the 
Local Authorities in the State or Provincial legislatures which in the past 
have curbed the powers of Local Authorities in regard to expanding the pos¬ 
sibilities of property taxation and to the greater diversification of revenues. 
Local Authorities should devise new sources of revenue which should cover 
the vast body of its population without conflicting with Federal and State 
taxes. They should also improve old sources, especially the property tax 
and its administration. With great advantage they might consider a 
retail sales tax, a tax on rentals of occupied premises, a development of 
special assessments, unearned increment taxation, and, as in South Africa, 
the taxation through public utilities by charging prices higher than are 

1 Essays in Taxation (9th ed., New York, 1921), p. 62. 

^ See the comprehensive charts on property taxes, especially those of Professor Mabel 
A. Magee, of Wells College, on Constitutional limitations on municipal taxes, Statutory 
limitations on pro|)erty taxes of cities, towns, villages and townships of certain States and 
on local property tax exemptions. Tax Systems of the World (The Tax Research Founda¬ 
tion, 7th ed., Chicago, 205 W. Monroe Street), pp. 90-133. 
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required to cover costs including depreciation of all kinds. Fed<‘ral and 
State Governments might also assist with grants-in-aid for unemployment 
relief and more and better education. The entire question of exemptions 
also requires careful examination. This does not refer to exemptions 
merely of individuals but also of Governments holding property other than 
commercial or industrial enterprises (which should be taxed as private 
property). Governments may make ex gratia payments based on the 
benefits from municipal services as well as on the nature of the property. 
It should not be difficult to lay down general principles on exemptions 
and on the methods governing the payments. A strict interpretation of 
property tax exemptions and a detailed examination of possible new 
sources of independent revenue are miicli overdue. Greater co-operation 
between Federal and State Governments with a view to grants-in-aid 
should also be worked out. 


Consumption Taxes 

One of the most arresting facts in the table of comparative tax 
structures (Table III above) is the overlapping jurisdiction in regard to 
consumption taxes (Group IV of the table). These consumption taxes in 
some of the Federations studied are an important part of the whole, and 
this is especially the case in India and Australia, although in the latter 
the States’ share is small. These taxes are in general regressive, i.e. tlu^y 
take a larger percentage from low incomes than from high, although 
as we have seen if sales taxes are omitted from necessities such as food 
and if luxuries bear a high rate of tax, there is a degree of progression 
even in regard to taxes on commodities. The importance of this group 
of taxes in the present consideration is not whether they are regressive, 
as indeed they are, or whether they are on costs rather than on surplus, 
but is in regard to the conflicts caused by various layers of Government 
levying the same tax. The solution of conflicts in the taxation of 
selective sales taxes such as those on liquor, tobacco and gasoline, or 
of general sales taxes or turnover taxes, depends greatly on histori¬ 
cal and geographical factors in each Federation. Federations often 
cover large areas which differ considerably. In the co-ordination of 
revenues this must never be lost sight of. As a general rule the wider 
the jurisdiction the more effective the administration of the tax. This 
does not mean that all taxes should be federalised as far as practicable, 
since what is aimed at in federal finance is an integrated system. It is 
worth repeating that in every Federation there are fundamental conflicts, 
and when conflicts are of this nature they do not admit of any single 
solution. 

These general principles may be illustrated by several of the taxes in 
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Group IV, mainly consumption taxes, that are levied by Federal, State 
and Local Authorities. Where the Federal Government and State Govern¬ 
ments tax liquor there are almost certainly differences of outlook in 
regard to the liquor question and this naturally causes differential 
taxes in the units. Not infrequently there are inter-State barriers to the 
trade. The history of the taxation of alcoholic liquor in the United States 
may be cited as an example. Under prohibition the attitude of the States 
was certainly not uniform, and in 1934 Federal collection and State 
sharing was definitely negatived. The best method is to have reciprocal 
legislation among the States and by conference and otherwise to under¬ 
stand the other State’s point of view. One thing is very clear. There 
can be no question of one layer of Government, say the Federal or the 
State, taking to itself the field of liquor taxation. It is a suitable source 
of revenue for all three layers — Federal, State (or Province) and Local 
Authority. Similarly, tobacco has, in some Federations in recent 
years, been a popular source of revenue for both State and Local Authori¬ 
ties. Here, however, there is room for Federal collection and State 
sharing as (1) there is danger of evasion and (2) some units do not get 
what they should from the tax. Even in the United States to-day State 
tobacco administration is only between 70 and 80 per cent effective.^ 
Each Federation should weigh up the disadvantage, the curtailment of 
State independence, with the advantages such as productivity and 
efficient administration, and see whether this would not result in far more 
grist being brought to the State mill and the mill of Local Authorities. 

Another tax which overlaps is the stock transfer tax or stamp duty, 
levied by the Federal Government and State Governments. On balance, 
it might be said that the taxation of stock transfers may be left to both 
Federal and State authorities. In the United States, however, where the 
Federal Government and seven States occupy this field, it is held that the 
combined Federal and State taxes are levied without regard to each 
other and the combined tax is excessive. It has been suggested that a 
credit should be given for State taxes against the Federal tax. The 
Intergovernmental Fiscal Relations Committee think such a credit might 
give rise to the States exploiting this tax. It doubts if the burden of the 
combined taxes is excessive, and even if it were this could be solved by 
eliminating the crudities in the present laws. “ The Stock transfer tax,” 
it concludes, because of its incidence, is best suited for national exploita¬ 
tion, and on this ground separation of sources, with the tax to be levied 
by the Federal Government, might be recommended. But New York 
has a strong proprietary interest in its stock transfer tax and is not likely 
to surrender it except under considerable pressure.” The tax is of far 

^ Cf. Intergovernmental Fisfal Relations Committee’s Report, vol. i, chap. iv. 
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greater importance to New York than to the Federal Government, and the 
Committee concludes that in the circumstanc es forbearance, with most of 
the restraint to be exercised by New York State, is recommended. 

In recent years a tax suitable for States,or Provinces has been the 
taxation of gasoline and motor vehicles. For the upkeep of roads and 
other purposes it could be further developed in some Federations. The 
growth of the gasoline tax in the United States has made it possible for 
the States to relinquish the field of property taxation in favour of Local 
Authorities, but it could be further developed. Some States have a tax 
of only 2 or 3 cents a gallon while others have 6 or 7 cents, the average 
being 3-85 cents a gallon.^ The Federal Government as in other Federa¬ 
tions is interested in the taxation of gasoline. It levies a motor vehicle 
use tax ostensibly to finance Federal highway aid. The State motor 
vehicle taxes are paid by users of the roads. TJic Federal Government 
should vacate the field of motor vehicle taxation and it might be possible 
for the States to be left with the entire taxation of gasoline, except perhaps 
with the exception of gasoline used in aviation as has been suggested.^ 
The solution of the conflict will vary with each Federation, but gaso¬ 
line is a specially suitable head of revenue for State or Provincial Govern¬ 
ments, and indeed for Local Governments, such as cities, in search of 
funds. 

The revenue possibilities of general sales or turnover taxes have proved 
to be very great and all Governments, Federal, State or Provinces and 
Local Authorities, have competed in this field. The Federal Governments 
in the Dominion of Canada and the Commonwealth Government of 
Australia have found the sales tax to be a good revenue-producer and 
easy to administer, although evasion has to be carefully guarded against. 
The Federal Government of the United States has not so far levied this 
tax notwithstanding the fact that twenty-three State Governments have 
adopted it, and it is not improbable that some of the twenty-five remaining 
States may find it a useful and much-needed source of revenue after the 
war. Similarly in Canada many Governments may be compelled to use 
it. The Province of Saskatchewan and the city of Montreal have already 
found that its virtues greatly outweigh its defects. The city of New York 
introduced a retail sales tax in 1934 and found its revenue possibilities 
very great. The experience of Federations in regard to sales taxation 
has been the same as Germany, the U.S.S.R. and other European countries 
which introduced a turnover tax since the war of 1914-18 when the tax 
was rediscovered. Sales taxation is one of the oldest of taxes and can be 

^ For State gaaolino tax rates vide pp. 168 and 224, Tax Systems of the World (7th ed., 
Chicago, 205 W. Monroo Street). 

2 (^f. Report of Intergovornmental Fiscal Relations Committee, vol. i, chap. iv. 



264 


FEDERAL FINANCE IN PEACE AND WAR 


FT. II 


traced back to Athens, Egypt and Rome. It was introduced into Spain 
in 1342 and was called the Alcavala. Adam Smith, it will be remembered, 
criticised its costliness of collection and the inconvenience which it gave 
to the taxpayer, but had he been living to-day he would have been struck 
by the low rate of tax as compared with the rates that obtained at the 
time when he wrote. The 8 per cent sales tax in Canada in the lower 
ranges of incomes took in 1940 from 3^ to 5^ per cent of income, a higher 
percentage than in other countries, before the war, and a percentage not 
very different from the percentage taken by the pay-roll or similar tax to 
finance social expenditures elsewhere, and Canada has so far introduced 
no such tax to finance expenditures of this nature.^ The turnover tax 
of the U.S.S.R., in the Soviet Union Budget of 1939 amounted to 
no less than R.92,500 millions out of a total tax revenue of R.98,500 
millions or, including health and insurance contributions (R.7000 millions) 
and State industries (R. 17,500 millions), R. 123,000 millions. The tax, 
whicli was established by a law of 26th July 1921, is divided between the 
National and Local Governments and is collected under two main heads 
subdivided into three and four sub-groups respectively. The main heads 
are “ Private business and industrial occupations ” and “ Enterprises of 
the socialised sector Under the former small artisans, small traders 
“ with push-carts, stands, mats on the ground or floor, not using other 
help but members of their own families, or using not over 2-3 workers ”, 
innkeepers in villages, petty brokers and agents, etc., are included, and 
under the latter State monopolies. State enterprises not members of the 
monopolies, mixed corporations (i.e, in which part of the capital belongs 
to the State and part to private interests) and co-operative members of 
the General Co-operative system are taxed. In the case of small artisans, 
etc., the tax is arbitrarily fixed for each group and each locality within 
limits prescribed by law, and in other cases on gross receipts. The rates 
vary according to groups and industries or commodities. Invalids are 
exempted, as are sales from one enterprise of the socialised sector to the 
others if for the purpose of sale. The assessment is made by the People’s 
Commissariat of Finance of the U.S.S.R. or of separate republics respec¬ 
tively or Regional or District Officers of the corresponding Commissariats 
of Finance. The State Bank and local offices of the Commissariat of 
Finance are responsible for the collection of the tax, which is shared on 


^ Before the war Canada was the only self-governing Dominion without a compulsory 
contributory social insurance scheme of any sort, although there were provincial workmen’s 
compensation schemes and non-contributory pensions for the aged at 70 and the blind 
at 40. In July 1041 a national unemployment insurance scheme, now covering over 
three million workers, came into ojwration. In March 1943 the Canadian House of 
Commons set up an all-party Special Committee to report on a national plan of social 
security. 
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a percentage basis. In 1937, the respective Budgets of the Federated 
Republics were given shares varying from 15-4 to 88-2 per cent, the 
balance going to the All-Union Budget.^ 

Federations in years to come are likely to extend the use of sales 
taxation such as a retail sales tax because they are productive of revenue 
and convenient. No objection as a rule is taken by the taxpayer, who 
regards them as part of the price of the product. As we have seen, they 
are regressive, those on the lowest incomes spending a greater proportion 
of their income on food, clothing and other necessaries than those on the 
higher incomes. For this reason, however, in times of depression, since 
the poor are not exempted, the taxes are productive. They are good from 
the administrative and from the tax compliance point of view. On the 
other hand, it is sometimes argued that the tax is not a good tax since the 
tax is pyramided. If it is collected from the manufacturer, each sub¬ 
sequent dealer in it calculates his profit on the price which he pays, and 
this price includes the tax, so that, if the tax takes a percentage of the 
manufacturer’s price, the ultimate taxpayer pays approximately the same 
percentage of the retail price. With a general retail sales tax this is not 
a very serious criticism when revenue is required. The main point to 
emphasise is the necessity of getting a complete list of vendors, State and 
municipal, and of keeping this severely up to date as old businesses dis¬ 
appear and new businesses take their place The co-ordination most 
suitable for sales taxes in a Federation is without doubt joint administra¬ 
tion. This not only minimises evasion but makes it possible to have a 
single system of returns and of control. The Federal-State Authority 
would be an ideal body to carry this out.^ 

With the development of social security after the war and the provision 
of funds to implement this policy it is necessary to examine briefly the 
pay-roll taxes of the United States. Whether we agree or not with the 
explanation of the high sales tax in Canada, as suggested by the Royal 
Commission on Dominion-Provincial Relations, that it renders unnecessary 
a special levy on the part of the Dominion Government to meet the cost 
of social security services, it is advisable from the viewpoint of conflicts to 
examine the very productive pay-roll tax. The tax in 1940 was the most 
productive after the income tax of individuals anrl corporations in Federal 
revenues and in State taxes came second, being outstripped only by gaso¬ 
line taxes. In 1940 the Federal Social Security (1935) Old-Age Benefits 
receipts amounted to $605 millions and Unemployment Compensation, 
etc., $233 millions. The State pay-roll (unemployment insurance) receipts 

' See also Pawl Hacnsel, “ Recont Phangos iii tin* Soviet Tax Syatein,” Taxe.'i, 
(romrnerco Clearing House, Iiir., Clucago), Nov 1941. 

^ For further discuHSion, see chap, xxv (Sales or Turnover Taxes), vol. ii, Science of 
Public Finance, G. Findlay Shirras (London. Macmillan & Co.). 
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were $851 millions. Old-age benefits therefore brought in $605 millions 
and unemployment insurance $1084 milUons — a total of $1689 millions.^ 
In the same year the Federal old-age benefit was 2 per cent of the pay-roll, 
half paid by the employer and therefore added to his costs, and half 
deducted from the worker’s wage. The unemployment benefit tax was 
3 per cent of pay-rolls and is a combined Federal and State levy. In 
some States the tax is somewhat higher than 3 per cent. As in the estate 
tax the Federal Government grants a credit and all States take advantage 
of this pay-roll tax credit ; even Nevada (which forgoes the Estate tax 
credit) has agreed to this scheme of achieving uniformity. The Govern¬ 
ment does not contribute to social security in order to lighten the burden 
on the pay-roll and therefore on the employer. If the Government were 
to do so, differential payments according to wages would have to end 
as such payments could hardly be paid from tax revenues. 

The main lesson of pay-roll taxes apart from the crediting device is 
the great productivity of the tax. If this system of taxing for social 
security were to be introduced in other Federations the following points 
should be considered : (1) Should the tax be completely centralised so that 
administrative costs as well as the costs of compliance may be kept at a 
minimum 1 (2) If the tax is not centralised, how can the credit system 

be best introduced with a view to the co-ordination of unemployment 
compensation ? Could not the Federal Government lay down minimum 
standards in regard to tax rates, benefits or reserves ? In some States in 
the United States the threat of inter-State competition (to counteract 
which the crediting system was introduced) has reappeared in the form of 
merit rating schemes by which firms with good employment records obtain 
a pay-roll advantage. Unfair competition of this sort leads to the under¬ 
mining of standards, as the Committee on Intergovernmental Fiscal 
Relations has emphasised. It has sometimes been suggested that the 
rates fixed should be increased beyond the cost for social security. This 
is indeed possible but it would change the whole object of the tax. 

IV. Conclusions 

1. The main conclusion of this Enquiry is that by an analysis of the 
tax structures of the Federal Governments of the United States, Canada, 
Australia, South Africa and India it has been possible to judge the extent 
to which taxes are progressive and which are on surplus rather than on 
costs. In many ways this has necessitated much careful investigation 
and analysis. The results, it must be admitted, have been worth while. 
The division of tax revenues among the main layers of government — 

^ For details seo pp. 37 and 114, Tax Yields (Tax Institute, Uni’/ersity of Pennsylvania, 
Philadelphia, 1941). 
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Federal, State or Provincial and Local Authorities — in the federations 
studied has shown (a) the wide differences that exist and (6) the need 
for reform of some taxes that are at present levied by the various Govern¬ 
ments. Table III in Chapter IX on p. 250 shows at a glance the 
revenue systems of the United States, Canada, Australia, South Africa 
and India classified under the following heads — progressive taxes, taxes 
on property, taxes on business and other taxes, mainly consumption 
taxes. There are striking differences between Federations, some Federa¬ 
tions having a greater degree of progression than ethers, whereas others 
such as-India and, to a lesser degree, Australia favour taxes on consump¬ 
tion which are, therefore, in the main regressive and on costs. 

2. The tax structures, however, must be studied in relation to expendi¬ 
tures and here again the differences between Federations are noteworthy. 
Since the great depiession which set in after 1929 and continued well 
into the thirties there has been increased ex])enditures on the social 
services. Table II in duipter IX on p. 247 summarises the direction 
of public expenditures classified under the primary functions of govern¬ 
ment, and the secondary functions which are subdivided again under 
(a) Social Services, (b) Developmental and (c) Miscellaneous Secondary 
Functions. Grants are also shown. It is therefore possible to form a 
judgment of the public expenditures as a whole for each Federation and 
at the same time of their distribution among the layers of Government. 
Data for war years are given as they are for levenues in Parts I and III. 

3. The third most important set of conclusions is that dealing with 
the indebtedness of Governments. The burden of public debts has been 
examined in each Federation and it is clear that the burden in some 
Federations differs considerably. Thus, in the case of India, the debt 
is not only almost entirely internal— India since the war has turned 
from debtor to creditor status — but it is productive to a degree higher 
than that in any other country of the world. It is important, too, to 
note the distribution of the debt among the layers of Government. Many 
valuable lessons may be learnt from a comparison of the public debts 
and from their relative burden as expressed as a percentage of the national 
income. The effect of war on public debts is also of capital importance. 

4. A major conclusion of this Enquiry is that no one plan of complete 
co-ordination for a Federal financial system is possible because of differ¬ 
ences of economic conditions, historical development and so on, and 
because of the varying degree of opposition arising from a conflict of in¬ 
terests between the Centre and other units of Government. It is of interest 
to note that the Intergovernmental Fiscal Eolations Committee of the 
American Treasury has made this a major recommendation in its Eeport.^ 

^ See Appendix II. 
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5. Since Federal finance is in essence dynamic and not static, constant 
readjustment of Federal-Statc-Local financial relations is called for. 

6. A Federal-State Authority should be set up in each Federation. 
This official body will be of vital assistance in furthering the revolutionary 
change of outlook so much overdue, a change of attitude in all layers 
of Government and among all officials and non-officials in Federal, State 
(or Provincial) and Local Authorities. The main functions of the Federal- 
State Authority include (a) the co-ordinating of financial relations between 
the layers of Government ; (6) advice of a continuous nature and control 
of the practical application of this new co-ordination and co-operation 
by (i) administering overlapping taxes, and (ii) encouraging inter-State (or 
inter-Provincial) co-operation and thereby eliminating competition among 
Federal, State (or Provincial) and Local Authorities ; conflicts from over¬ 
lapping taxes and the multiplicity of taxing authorities competing for 
revenues are the greatest weaknesses of Federations to-day ; (c) research 
in regard to specific taxes and financial policy generally since more and 
better research is necessary to get at the factors, peculiar to each Federa¬ 
tion, upon which co-ordination and co-operation are possible ; and {d) the 
possible ultimate administration by the Authority of some of the taxes 
through delegated powers and the introduction of joint returns and 
joint audits to reduce costs of collection and of tax compliance. 

7. Federal finance is far too serious a matter to be left to the experts. 
A sound and modernised Federal finance requires a revolutionary change 
of attitude which must be shared not merely by all layers of Government 
and by officials but by non-officials and non-experts. Noii-statutory 
bodies, such as the meetings of Provincial Premiers in Canada and of 
State Premiers in Australia with their respective Federal Governments, 
the Council of State Governments in the United States and the Tax 
Research bodies must continue their activities in every possible direction. 
Universities must also take a greater part in the teaching of and in 
research into the science of Public Finance. 

8. The importance of studying taxes, public expenditures and public 
debt in relation to the national income, the trade or business cycles 
and the question of full employment has been and still needs to be stressed. 

9. The necessity of more comprehensive and accurate statistics has 
showed itself in many ways from the beginning of this Enquiry. In 
some Federations more up-to-date statistics in regard to Local Authori¬ 
ties, especially in the Commonwealth of Australia and in India, and in 
regard to the separation of capital and revenue accounts on a scientific 
basis are much overdue. 

The most important lesson perhaps of this long and difficult Enquiry 
is perhaps just this. No one plan of co-ordination is possible for all 
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Federations. On the contrary, in the struggle to get at hidden uni¬ 
formities, to understand men’s actions in Federal finance rather than 
to bewail or to denounce them, it is necessary to follow the patient and 
tedious method of research, an unspectacular method it is true, but the 
most profitable. This shows how impossible it is to offer any one solution 
of the Federal financial problem. The vitality of the great and friendly 
republic the United States, of Canada and of Australia, not to mention 
the Union of South Africa and to a less degree India, makes one optimistic 
of the future of these Federations m the sphere of their internal inter¬ 
governmental financial relations. 
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Table 1 U.S.A., NATIONAL GOVERNMENT, ORDINARY RECEIPTS, 

1937-38 



$ milllonfi 

Per 

rent 

1. Taxes on Income (other than 




Social Security taxes) : 




Income tax .... 

2G34-G 


' 42-2 

Unjust enrichment tax ^ . 

Irl 


0-1 

Total .... 

2tH0-3 


42-3 



IriternBl Revenue 


2. Taxes under the ^^ocial Suurity 


6(i74-4 

90-9 


Act and upon Carriers and their 




Employees “ . . . 

7r)4G 


12-1 

3. Other Taxes : ® 




Miscellaneous internal revcMic 

2279-r> > 


. 36-5 

' Customs .... 

359-2 


6-8 

1 Panama Canal tolls, etc. . 

25-1 


0-4 

Seigniorage .... 

35G 


0*6 

Total .... 

2699-4 


43-2 

4. Interest and Other Receipts from 




j Recurities .... 

G.5-G 


M 1 

5. Miscellaneous Receipts 

81-9 


1-3 

Total Receipts, General and 




Special Accounts * 

6241-8 


100-0 

1 






‘ See C'haptLi III, Tuble \1I, note 4. 

* Social iiisuraiicp contributions of einployers and employed 

* Excludes a few hiiiall iteina iniiiided iimb'r Misiillam oiis Riceipts. 

* Tu order to obtain a ll^urc more (omparable to the lotal Ki\eu in fbajiter III, Table VII, p 42 

(1)5277 inilluniH), add Internal Hevtnuc otht r than Hoeial Si cuntv taxes millions) and rustoniH 

(Sd59 millions) The lesultine total is ^^5279 millions, or 84 li ix*r cent of total receipts If Social 
Seiiint) taxi H are imliided, the figures become $M)J1 millioiiH, or 1)0 7 iier tent of total receipts, 

.Source — Statistical Abstract of the Ibiited Stales, 11)40 
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U S A., NATfONAL GOVERNMENT ORDINARY EXPENDITURES 
1937-38 



$ millions 

Per cent 

1. Primary Functions : 

Jjegislation, administration and justice ■ 

500 1 

1 

6-6 1 

Pensions ‘ . 

666-0 

8-0 1 

Debt services .... 

926-3 

12 1 1 

Defence * . 

974 2 

12-8 ! 

Total, Primary Functions . 

3055-0 

40 1 1 

2. Secondary Functiojis ; 

(1) Social services : “ 



Recovery ami relief 

2237 C 

29-3 

Social Security Act ‘ . 

332 0 

4-4 

Uld-age Reserve Account * 

387 0 

5 1 

Railroad Retirement . 

145 0 

1-9 

Sub-total. Social Services 

3101 6 

40 7 

(2) Developmental : 



Post Office • . . . . 

47-2 

0 6 

Public buildings * . . . 

60 8 

0-8 

l^ublic highways * . . . 

152 0 

2-0 

Shipping Board .... 

3 0 


River and harbour work and flooil 



control * .... 

105 0 

2-2 

Panama (/anal .... 

114 

0-1 

Tenne.ssec Valley Authority 

42-0 

0-5 

Rural electrification udmiiiistrntion 

10-6 

0 1 

Reclamation projects * . 

39 9 

0 5 

Civilian Conservation Corps * 

325 0 

4 3 

Agriculture 

473-0 

6-2 

Public work.s, etc. 

133-7 

18 

Sub-total, developmental 

1463-0 

19 1 

(.3) Miscellaneous : District of Columbia 
(LI.S. share) .... 

5-0 

0-1 

Total, SeconAary Fuuclicma 

4570-2 

59 9 

Gii^np Total 

7625-8 

100-0 


' DepiirtmiMital cxpLiiilituru (I'xciuiliiig expriiditiire of ffio Post OHict* Dopartinoiit, the Department 
of Agrleulture ami the Shipping lUianl, but iurluiiing uun-iuilitary expemliture of the War Department) 
$441 luilhona, ami rehincls of receipts (other than to States of taxes collected under the Social Security 
Act) $rd)-1 ndllions. Di*partiuental cx|»enditure includes several small items which would have been 
classiHed under Secondary Functions, especially education, had comparable details been available. 

‘ Additional expenditure included under Recovery and Relief. 

“ Veterans Administration ($582 millions) and tiovernment employees retirement fund ($73 
millions). 

* Includes revolving funds and transfers to tni.st accounts. 

‘ A few small items {e.g. education) are included under Legislation, Administration and Justice. 
(See footnt)te 1.) 

' Administrative expenses and grants to States ($201 millions) and refunds to States of taxes 
collected under the Act ($41 millions). 

^ Part of the Social Security s>stem, not pensions to fJovernment emplt)yees. 

* Departmental expenditure (Post Office Department) .93-2 millions and postal deficiency $44 
millions. 

* Department of Agriculture . . . . 112-7 $ millions 

Agricultural Adjustment Programme . . . 301-6 ,, 

Farm Tenant Act . . . . .31 ,, 

Farm Credit Administration ..... 8-2 ,, 

Total . . . 485 6 

Less excess of credits on revolving funds : 

Farm Credit Administration . . . . .8-4 ,, 

Other ........ 4-2 ,, 

Total . . . 12 6 

Net Total, Agriculture . 473-0 ,, 

Loans and grants to States, municipalities, railways, etc., and U.S. Housing Authority (|165,000). 

'* Total, General and Special Amouiita, less debt retirements. 

Source .—Statistical Abstract of the United States, 1940. 
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i^iST UJNiTJjjU STAJ.KB TABLES 
Table 3 U.S.A., STATE REVENUES, 1037 ^ 



j millions 

Pit ctTil 

A. Taxes ; 



Group I. Progressive Taxes : 


1 

Individual income 

104-2 

4-0 

Inheritance and estate 

114-9 

2-8 

Total .... 

279-1 

6-8 

Group II. Taxes on Pro'perty : 



General .... 

206-4 

5-0 

Selective .... 

47-9 

1-2 

Special ..... 

1191 

2-9 

Total .... 

373-4 

9-1 

Group III. Taxes on Business : 



Corporation income . 

81-() 

2-0 

Other business 

304-9 

7-4 

Total .... 

385-9 

9-4 

Group IV. Mainly Corismu^^tion Taxes : 



Motor fuel .... 

649-3 

15-9 

General sales and use . 

431-0 

10-5 

All other sales .... 

208-4 

5-1 

Severance .... 

44-1 

1-1 

Motor vehicles 

309-5 

7-6 

All other non-business licences and 



permits .... 

17-4 

0-4 

Poll. 

4-7 

0-1 

Miscellaneous .... 

55-9 

1-4 

Total .... 

1720-3 

42-1 

IJ 7} employment co7npensatio7} 

346-7 

8-5 1 

Total, Tax Revenues . 

3105-4 

75-9 

H. Non -Taxes ; 


1 

Special assessments and special charges 

2-8 

0-1 

Charges for current services 

179-1 

4-4 

Contributionsfrom])ublie s(‘rvie(‘eiitcT- 



prises ..... 

50-8 

1-2 

Grants ^ . 

586-4 

14-3 

All other ..... 

169-7 

4-1 1 

Total, Non-Tax Revenues 

987-8 

24-1 

Grand Total .... 

4093-2 

100-0 


‘ ExduiliiiK iJiiMii’ atTvi(-(“ t'ntiTpnsos. 

* Made up lulluwa ; From ininor nvil diviMoua .... $21),(J1 ;fOOO 

From F’ederal Government; 

Highways ..... Jill7,401),0t)0 

Education ..... 24,844,000 

Public health ..... 12,9:4:1,000 

Kehef.1.''>5,001,000 

Unemployment eoiii|Minaa(mn adiiiiJiiatnilioii 0,2:40,000 
All other.4,5,:J2:4,000 

Total ... . g504,800,QOO 

Total .... . «585,419,000 

Source .—Statiatleal Abstract of the United States, 1940. 
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Table 4 U.S.A., STATE EXPENDITURES FROM REVENUE, 1937 ^ 

($ millions) 



Direct 

Expohditiire 

Grants to 
Minor Civil 
Divinlous 

Total 

1. Primary FuTictiona : 

General administration, legislation 




and justice .... 

1.510 


1510 

Protection to person and property . 

102-2 

3-9 

106-1 

Correction .... 

05-5 


65-5 

Debt services .... 

122-0 


122-0 

Total .... 

440-7 

3-9 

444-6 

2. Secondary Functions : 

(1) Social Services : 




Education .... 

193-7 

636-3 

8300 

Public health ^ . . . 

224-1 

2-2 

226-3 

Relief (“ charities ”) 

391-2 

220-4 

611-6 

Sub-total 

809-0 

858-9 

1667-9 

(2) Developmental : 




Highways .... 

248-3 

200-8 

458 1 

Development and conservation of 




natural resources . 

77-1 

0-8 

779 

Contributions to public service 




enterprises 

2-6 


2-6 1 

Sub-totnl 

328-0 

210-6 

538-6 

(3) Outlays ^ . 

711-9 


711-9 1 

(4) Misvelliineous 

65-3 

35-0 

100-3 

Total .... 

1914-2 

1104’5 

3018-7 

Grand Total .... 

2354-9 

1108-4 

3463-3 


* ExdudiiiK public; acrvicr* eutorprihes. 

* Indufb'.s recriiatloii. 

® Expiuiilitiirc' of a capital nature out of revenue, v.g. for purchase and improvement of land, 
erection of new buildings, or purchaser to increase the colleetiou of libraries. 

-S'cjuree.— Statistical Abstract of tlie United States, 194U. 
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Table 5 U.S.A., STATE EXPENDITURES FROM REVENUE, 1937 ^ 

(Percentage distribution) 


1 

J>i vision into Direct 
Expenditure and Grants 

rerrentago T)iBtril)ution of 

All Expenditures 


l)iri*( t 
Expendi¬ 
ture 

(■rants to 
Minor 
roil 

Divisions 

Total 

Direct 

Kxiieiuli- 

ture 

(Trants to 
Minor 
CMvil 

Dliislons 

Total 

1. Primary Functions : 

General administration, legislation 

1 and justice 

100 


100 

6-4 


4-3 

Protection to person and property 

9() 

4 

100 

4-3 

0-3 

31 

Correction .... 

100 


100 

2-8 


1-9 

Debt eervicea 

100 


100 

5-2 


3-5 

Total .... 

99 

1 

100 

18‘7 

0-3 

12-8 

2. Stcondary Fmiciions : 

(1) Social Services : 

I Education .... 

23 

77 

100 

8-3 

57-4 

240 

1 Public health 

99 

1 

100 

!)’5 

0-2 

6-5 

Relief (“ charities ”) 

04 

36 

100 

16-6 

19-9 

17-7 

Sub-total . 

49 

51 

100 

34-4 

77-5 

48-2 

(2) Developmental ■ 

Highways .... 

54 

46 

100 

10-5 

18-9 

13-2 

Development and conservation of 
natural resources 

99 

1 

100 

3-3 

0-1 

2-3 

' Contributions to public service 

enterprises 

100 


100 

01 


01 

1 

Sub-total , 

01 

39 

100 

13-9 

190 

156 

(3) Outlays .... 

100 


100 

30'2 


20-6 

(4) Miscellaneous 

65 

35 

100 

2-8 

3-2 

2-8 

Total .... 

63 

37 

100 

81-3 

99*7 

87-2 

Grant) Total .... 

68 

32 

100 

1000 

lOOO 

1000 









* Excluding public Hcrvicc enterprises. See also lootnotca to Table 4. 
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Table 6 U.S.A., LOCAL GOVERNMENT REVENUES AND 

EXPENDITURES, 1932 ^ 

($ millions) 



Counties 

Cities, 

Towns, 

Villages, 

Boroughs 

Other 

Lni-ril 

Total 

A. Revenues : 

1. Taxation : 





(Jcneral and selective property 

877-1 

20.57-5 

1426-7 

4361 3 

Inheritance ..... 

1-5 

3 7 

0 3 

5-5 

Income ..... 

It) 

49-6 

2-7 

63-9 

All other special .... 

.3 2 

19-3 

2 6 

25 1 

Poll. 

5-3 

4-6 

3-2 

13 1 

Licences and jierinits 

132 1 

116-6 

8 3 

257-0 

Total revenue from taxation . 

1020-8 

2251-3 

1443 8 

4715-9 * 

2. Olhex Source^s of Mpvmuc : 





kSfM'eitil as.sessments ® . . . 

32-2 

226 4 

36 5 

295-1 

Fines, forfeits and escheats 

]0-3 

19-4 

0 H 

31) 5 

(Iraribs ..... 

139 1 

137-8 

341 7 

618-6 

Donations, gifts and pension assessinenlH 

2r, 

33-3 

2 0 

38-7 

Highweay privileges, rents and interest . 

19 1 

1310 

ISO 

1681 

Cliargps for current services 

89-0 

87-4 

80 9 

257-3 

Earnings of public service enterprises 

0-8 

487-0 

32 0 

519-8 

Total Revenue from Other »Sourcc.s . 

293-0 

1122-3 

512-8 

1928-1 

Total, Local Ooveunment Revenue.^ 

1313 8 

3373-6 

1956-6 

6644 0 

R. Exi'ENditures : 

1. Operation and Maintenance of (Jcmral 
Govermnent : 

General administrative, legislative and 





judicial ..... 

251-2 



1 

Protection to person and pro]jerty 

44 2 




Health and sanitation 

32-8 




Highways ..... 

236 4 




Charities, Hospitals and corrections 

182-1 




Schools ..... 

178-4 


• > 


Libraries ..... 

3 B 




Recreation ..... 

7-0 




Miscellaneous .... 

44-7 




Total Operation and Maintenance of 
General Government 





981-2 

2070-2 • 

1496 3 ‘ 

4647-7 • 

2. Operation and Maintenance of Vuhlic 





Service Enterprises .... 

0-5 

282-9 

JB-2 

301-0 

3. Interest ..... 

118 9 

424-1 

188-6 

731-6 

4. Outlays “ . 

311-2 

817 4 

347 2 

1475-8 

Total, Local Government Expenditurls 

1411 B 

3594 6 

2050-3 

7056-7 

_____ 

___ 

__ 


1 


' Fiscal year ending on a date between 1st July 1931 and 30lh June 193ii. 

* Of this total, cities of 100,000 or mure inhabitants account for 4;i84i-7 millions other local 
authorities for $2874-2 millions. 

* Receipts from property owners to meet costs of cleaning streets, sidewalks, etc., and receipts 
from assessment certificates when issued again.st individual owners and not in the name of the civil 
division. 

* Details not available. 

‘ Expenditure of a capital nature out of rcveniu*, p.j/. for purchase and iinproveinent of land 
erection of new buildings, extension of waier-.snpply systems, or purchases to increase the collection 
of libraries. 

iiource ,—Financial Statistics of State and Local Governments, 1932. 
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Table 7 U.S.A., LOCAL GOVERNMENT REVENUES 1932 ^ 

(Percentage diatribution) 



Counties 

Cifics, etc * 

Other 

Local 

Total 

(a) Aa given in Table 6 : 





1. Taxation : 





General and aelective property . 

(>6*8 

610 

72-9 

05-0 

Inheritance 

01 

0-1 


01 

Income .... 

01 

1-6 

01 

0-8 

All other special . 

0-2 

0-6 

0-1 

0-4 

Poll . . . 

0-4 

01 

0-2 

0-2 

Licences and permits 

101 

3-4 

0-5 

3-9 

Total Revenue from Taxation 

77-7 

66-7 

73-8 

71-0 

2. Oihtr Sources of Eeveiiue : 





Special assessments 

2-4 

0-7 

1-9 

4-4 

Fines, forfeits and escheats 

0-8 

00 


0-5 

Grants .... 

Donations, gifts and pension 

10-0 

41 

17-5 

9-3 

assessments 

0-2 

1-0 

0-1 

0-0 

Highway privileges, rents and 





interest .... 

1-4 

3-9 

0-9 

2-5 

Charges for current services 
Earnings of public service enter¬ 

G-8 

2-0 

4-2 

3-9 

prises .... 

01 

14-4 

10 

7-8 

Total Revenue from Other 





Sources 

22-3 

33-3 

26-2 

29-0 

Total, Local Government Revenues 

1000 

1000 

1000 

100-0 

(?>) By groups : 





I. Progressive Taxes : 





Income .... 

01 

U5 

0-1 

0-8 

Inheritance 

01 

01 


0-1 

Total .... 

0-2 

1-0 

01 

0-9 

II. Taxes on Pioperty : 





General and selective 

0()-8 

01-0 

72-9 

050 

All other special 

0-2 

0-0 

0-1 

0-4 

Total .... 

070 

010 

730 

06-0 

Ifl. and IV. Taxes on Business, 





Consuin pi ion ami Miscdlaneous : ^ 
Licences and permits 

101 

3-4 

O'f) 

3-9 

Poll. 

0-4 

0-1 

0-2 

0-2 

Total .... 

10-5 

3-5 

0-7 

41 

Total, Tax Revenue 

77-7 

06-7 

73-8 

710 

Non-Tax Revenue ^ 





Grants .... 

100 

41 

17-5 

9-3 

Public service enterprises 

0-1 

14-4 

1-6 

7-8 

All other .... 

110 

14-8 

7-1 

11-9 

Total, Non-Tax Revenue . 

22-3 

33-3 

26-2 

29-0 

Grand Total .... 

1000 

100-0 

1000 

100-0 


_ 

_ 

_ 



^ Fiscal year ending on a date between 1st July 1931 and 30th June 1932. 

“ Cities, towns, villages, boroughs. 

® For coniparlson with other chapters, add rublic Service Knterpriaea and All Other Non-tax 
Ilevenue to Groups III and IV. 
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Table 8 U.S.A., LOCAL GOVERNMENT EXPENDITURES, 1932 i 

(Percentage distribution) 



Coiintb's 

CitieH, etc.* 

Other 

Local 

Total 

1. Operation arid Maintenance of 
General Government: 

General administrative, legislative 
and judicial 

17'8 




1 Protection to person and property. 

3-1 




Health and sanitation 

2-3 




Highways .... 

lte7 




Charities, hospitals and corrections 

12-9 




Schools .... 

12-7 




Libraries .... 

0-3 




Recreation .... 

0-5 




Miscellaneous 

3-2 




Total, Operation and Mainten¬ 





ance of General Government 

0!)'5 

57-(U 

73-0* 

04-43 

2. Operation and Maintenance of 





Public Service Enterprif^ea 


7-9 

0-9 

4-3 

3. Interest .... 

8-4 

11-8 

9-2 

10-4 

4. Outlays .... 

22-1 

22-7 

10-9 

20-9 

TcrrAL, Local Government Expenih- 





TUUEH .... 

1000 

100-0 

100-0 

100-0 

Percentage share in total expenditures 
of the various classes of local 
government 

200 

50-9 

291 

100-0 

' Fisnil year I'lidiiig on a iLUp 
“ Citit''!, lowns, villages, boioiiglis. 

“ Details not available. 

eeii 1st .ruh 

anil ;it)tb June [[WVl. 
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Table 0 REVENUES AND COST PAYMENTS OF CITIES OF 100,000 OR 
MORE INHABITANTS, 1937 ' 



$ millions 

Per cent 

A. Revenues : 



1. Oeneral Oovemment 



General property taxes 

1767*0 

56*8 

Other local taxes and licences 

172*6 

5-5 

Shared taxes .... 

97-5 

3-1 

Grants ..... 

405-0 

1,3-0 

Service charges for current services. 

84-0 

2*7 

Miscellaneous .... 

182-2 

5*9 

Total .... 

2708*3 

87*0 

2 . Pnhhc Service, Entcrpri6es 

403*6 

13-0 

GiiANi) Total .... 

3111*9 

100*0 

R. Cost Payments : 



1. Primnry Fimviions 



General administration, legislation 



and justice .... 

159-6 

5-2 

Police ..... 

192*7 

6-3 

Fire . ... 

122-1 

4*0 

Interest (General Government) 

222-6 

7*2 

Total .... 

697-0 

22*7 

2 , Secondary Functions 



(i) Social Services : 



Education 

596*1 

19*4 

Public health ^. 

256-1 

8-3 

Chanties ^ . 

332-1 

10-8 

Sub-total . 

1184-3 

38-5 

(ii) Developmental; 



Highways 

106-3 

3-4 

Public servifo enterprises (in¬ 



cluding interest and outlays) 

459*4 

14*9 

Sub-total . 

565*7 

18*3 

(ill) Outlays * (General Government) 

.372*9 

12*1 

(iv) MiBLcllancoua 

260*1 

8-4 

Total 

2383-0 

77*3 

Grand Total .... 

3080*0 

100-0 


' The figures rover tlie RO\erumeiit of tlir roriioration [irniKT and aho Iiidependriil Hrlionl 
districts, sanitary di^triits and other indipindcnt districts prartitally co-extcnsne with the (itlfs,and 
also include a pereentap^e of the financial statistics ot the counts Goveminents in uhich there are ritlea 
liaving over 300,000 population 
“ Includes recreation 
* Mainly poor relief 

‘ Expenditure of a capital nature and of revenue, e q for purchase and improvement of land, 
erection of new bmldmes, extension of water-supply systems, or purchases to increase the collet tion 
of libraries 

S'ource —Statistical Abstract of the United States, 1D40. 
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Table 10 U.S.A., GRANTS AND SHARED TAXES, 1936-37 



$ mill inns 

Per cent 

A. State Revenues : 



Taxes (including social insurance contributions) 

3105-4 

75-9 

Grants ^ . 

585-4 

14-3 

Other non tax revenue .... 

402-3 

9-8 

Total, State Revenues 

4093-1 

100-0 

B. State Expenditures : 



Other than grants ..... 

2354-8 

68-0 

Grants to minor civil divisions . 

1108-5 

32-0 

Total, State Expenditures 

3463-3 

100-0 


C. Sinic Aid to Minor Civil JHvisions, hy Purpose 
and Type of Aid .* 

General purposes ..... 

(irrUits 

350 

Slmrcil 

T.'im's 

(lof'al 

hli-iri-s) 

145-0 

Toliil 

180-0 

Protection to person and property 

3-9 


3-9 

Highways ...... 

209-8 

92-2 

302-0 

Development and conservation of natural 
resources ...... 

0-9 


0-9 ' 

Health and sanital ion .... 

2-2 


2-2 

Charities ...... 

220-4 

0-1 

220-5 1 

Schools ...... 

636-3 

6-3 

642-6 

Miscellaneous ..... 


2-6 

2-6 

Undistributed ..... 


13R 

13-8 

Total ...... 

1108-5 

260-0 

1308-5 

1 

General purposes ..... 

3-2 

J’rr (‘C'lit 

55-8 

13-1 

Protection to person and property 

0-3 


0-3 

Highways ...... 

18-9 

35-5 

22-0 

Development and conservation of natural 
resources ...... 

0-1 


0-1 

Health and sanitation .... 

0-2 


0-2 

Charities ...... 

19-9 


16-1 

Schools ...... 

57-4 

2-4 

47-0 

Miscellaneous ..... 


1-0 

0-2 

Undistributed ..... 


5-3 

1-0 

Total ...... 

100-0 

100-0 

100-0 

Percentage distribution of total aid between 
grants and shared taxes . 

81-0 

19-0 

100-0 
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Table 10— {contmved) 


D. Revenues of Cities of 100,000 or more 
Inhahitants : 

$ mihions 

Per cent 

Local taxes ...... 

1939-6 

71-6 

Shared taxes ..... 

97-5 

3-6 

Grants ...... 

4050 

15-0 

Other sources of revenue .... 

1 _ 

266-2 

9-8 

Total revenues .... 

2708-3 

100-0 


I E. Social Security and Public Assistance : 

I Federal expenditure under this head, apart from such heads as N.R.A., A.A.A. 
or C.C.C., is mainly administered by grants to States. 

During the fiscal year 193D-40 the following advances were cerLified by the 
Social Security Board to the Secretary of tlio Treasury for Public Assistance 
I and for Administration of the Unemployment Compensation Laws and State 
I Employment Services : 

I (S millions) 


1 


I'uhlie A 

sisistain-e 


Unemployment Coin- 
])en‘<atiDn and State 
Fmployment Sei vices 

1 


CJ 

u 

C 

OJ r- 

t3 


I 

o 

V 

ID* 

Ph 


Total 


4.' £ 

a 

Depend 

C'hildrei 

Aid to 
the RUr 

Total 

C/i 

."s 

< 

c 

bl 

Total 


States and District 









of Columbia 

230-8 

45-9 

6-2 

282-9 

58-1 

3-3 

61-4 

344-3 

1 Territories . 

0-3 

0-2 


0-5 

0-2 


0-2 

0-7 

1 Total . 

231-1 

46-1 

6-2 

283-4 

58-3 

3-3 

61-6 

345-0 


* Mfule up as follo>vs : From minor civil divisions .... 

From Federal (xO\(“nimcnt; 

Higliwaya ..... $317,409,000 

Kduciition ..... 24,844,000 

J’uFlic health ..... ] 2,033,000 

Relief ...... 155,001.000 

TJnemplo.\mi*nt eompensMlioii ailminiHtralion 0,230,000 
All other ...... 45,323,000 

Total from Federal Government , . $504,800,000 

Tolal Stale revenue from grants . . . $585,410,000 

Stali-itical Abbtraet of the United States, 1010. 
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Table 11 U.R.A., REVENUES OF ALL GOVERNMENTS, BY REGIONS.^ 

1932 AND 1937 



S millions 

Per¬ 




centage 


1932 

1937 

Increase 

National Government .... 

2,005-7 

5,293-8 

164 

State Governments ^ 




1. North-eastern States 

759-8 

1,424-5 

87 

2. South-eastern States 

358-5 

607-0 

69 

3. Middle States .... 

558-1 

1,110-9 

99 

4. Mountain and Great Plain States 

155-5 

224-6 

44 

5. South-western States 

174-7 

303-7 

74 

6. raliforiiia ..... 

118-9 

287-5 

141 

7. Pacific North-western States 

82-4 

135-0 

64 

Total, State Governments 

2,207-9 

4,093-2 

85 

Lotal Governments ^ 




1. North-eastern States 

2,Gll-3 



2. South-eastern States 

641-G 



3. Middle States .... 

2,022-2 



4. Mountain and Great Plain States 

360-3 



5. South-wefetern States 

310-0 1 



G. Galifomia ..... 

512-2 



7. Pacific North-western States 

186 5 



Total, Local Governments 

6,644-1 

6,700-0« 


1 Gband Total . 

10,857-7 

16,087-0 

48 

7>f.ss duplication due to intergovernmental 




grants ...... 

867-9 

1,693-8 

95 

Net Total ^ . 

9,989-8 

14,393-2 

44 


* The regions are as folhms (1) North eahtrrn Siatfs Mainr, New Hampshire, Vermont, Massa- 
rhusitts Ilhoclc Islaml, (onmetnnt, New 'V ork, Niw .lersp\, Pennsylvania, Delaware, Maryland, 
Distriet of roliimhia (under Loral Go\eminents). West Virginia (2) Sovih-eaninn iStrrfe# Virginia, 
North Carolina iSoiitJi Carolina, Georgia, Florida, Krntuekv, Tennessee, Alabama Mississippi Arkansas, 
Janiisiana (3) Mvldle ,Stnte>, Ohio, Tndiaiia, Illinois, Michigan Wisi onsin, Minnesota Iowa, Mis¬ 
soni i (4) Mountain and Great Plain iSfates North Dakota, houth Dakota, Nebraska, Kansas, 
IMontaiia, Wyoming, Colorado^ Utah, Nevada (.i) ^outh-we^tern States Oklahoma, fcxiis. New 
Abxito Arizona (0) Cahforma (7) Pacifir North-western iStates Washingtem, Oregon, Idaho 

* Un7 figures excluele publie service enterprises, as do the corresponding expenditure figures in 
Table 12 This should be borne in mind when comparing the figures, and especially the perrentages 
111 the (wo tables 

■ No data are available for 1917 The figure of $6700 millions is a rough estimate The change 
between 1032 and 1037 is likely to have been very much less than in the case of National and State 
figures 

* The definition of revenue is not quite the same for the National and for the other figures The 
totals for all governments combined should therefore be used onlv with caution 

Source —Statistical Abstract of the United States 
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Table 12 U.S.A., PUBLIC EXPENDITURES FROM REVENUES, ALL 
GOVERNMENTS, BY REGIONS,^ 1932 and 1937 


National Government “ . 

$ im 

1032 

IliuiiB 

1037 

Per- 

eenfage 

luereaHC 

4,536*2 

8,442*4 

86 

State Governments : ® 




1. North-eastern States 

905-4 

1,1.33*6 

25 

2. South-eastern States 

451-3 

530-5 

18 

3. Middle States .... 

599-1 

947-4 

58 

4. Mountain and Great Plain States 

1590 

227-3 

43 

5. South-western States 

176*0 

267-5 

52 

0. California ..... 

134-3 

232-4 

73 

7. Pacific North-western States 

80-7 

124-6 

54 

Total, State Governments 

2,505-H 

3,463-3 

38 

Local Governments : * 




1. North-eastern States 

2,958-1 



2. South-eastern States 

044-9 


. . 

3. Middle States .... 

2,032-6 



4. Mountain and Great Plain States 

355-2 



5. South-western States 

334-4 



6. California ..... 

5.37-7 



7. Pacific North-western States 

193*9 



Total, Local Governments 

7,056*8 

5,!)00-0 “ 


Grand Total " . 

Less duplication due to intergovernmental 
grants ...... 

Net Total “ . 

14,097*8 

17,805-7 

26 

8G7-9 

1,693-8 

95 

13,229-9 

10,111*9 

22 





* Sec Tabic 11, footnote 1. 

* Ex^^CIlliitu^c ehargeable agaiii&t onlinarj receipta, other than debt retireini nts. 

■ Cost payiiieiita. Eigiirei tor iyj2 iiielude 1931 tlgurcn in the cane of 18 States. 1 !)37 tlgiirea are 
Dvcliiaive of public service enterpriHes. 

* (Just payments. 1037 data are not available. 

‘ Estimated. 

■ The definition of expenditure is not quite the same for the National and for tlie otlier figures. 
Tlic totals for all Gttvernments combined should therefore be used only with eautioii. 

Source .—Statistical Abstract of the United States. 
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Table 13 NET DEBT OF STATE AND LOCAL GOVERNMENTS, 
BY REGIONS, 1932 and 1937 ^ 


(iovernm^eniH : 

1. North-caatern States 

2. South-eastern States 

3. Middle States 

I 4. Mountain and Great Plains States 
5. South-western States 
j 6 . California .... 

I 7. Pacific North-western States 

j Total .... 

Local (Movcrnmenis : 

1. North-eastern States 
1 2. South-eastern States 

3. Middle States 

, 4. Mountain and Great Plain States 

5. South-western States 
I (). California .... 

j 7. Pacific North-western States 

Total .... 


$ millions 

Per¬ 

centage 

Change 

10H2 

1937 

(»h2-0 

965-9 

-h4G 

693-1 

744-7 

+ 7 

411-0 

439-0 

+ 7 

59-3 

72-2 

+ 22 

19-3 

.55-4 

+ 188 

142-4 

106-3 

-25 

42-5 

41-1 

-3 

2,029-6 

2,424-6 

+ 19 

6,271-3 

6,548-1 

-f4 

2,190-6 

1,948-7 

-11 

3,758-0 

3,255-2 

- 13 

581-8 

514-6 

-11 

1,014-4 

875-0 

- 14 

953-7 

],250-3 

+ 31 

446-1 

432-2 

-3 

15,215-9 

14,824-1 

-3 


^ Ne( Lli'bt. is Ki'OHS dc-bt less sinking lunil mshpIs, iiKdiuling di-bt of public service entcrpriscB, cxrcjd 
in tin* case of Sl-atc tiebt in ii)37. Slate llgurcs for tliis >ear represent inmlcd or fixed debt less sinking 
lund assets, ami excbulc debt of public sei viee enterprises. Slate lignres for J li'dii contain IDlll liHiires 
tor 7 Slates, tor regions sec Table 1 I, footnote 1. 

iSourvt'. Slati.stieal Abstract rd tbe TTidted States, 1940. 
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The selection of the States is designed to show differences in tax structure, ■ Less than 0 05. 

‘ Taxes levied upon natural resources at the time of production, or severance from the earth. Examples are taxes on mineral resources, oil and gas, timber and 
roducts. 
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Table 15 U.S.A., EXPENDITURES AND INTEREST CHARGES 


OF STATES, 1937* 


Kcgiciii and 8tatc 

Cost 

ray ni cuts, 

S thousands 

Interest 

raymentH, 

1 thousands 

Interest 
PayniGiits as a 
PerrentaKe of 
Cost Payments 

1. North-easirrn Siaita : 




Maine ..... 

28,017 

1,175 

4-2 1 

New Hampahiro .... 

16,909 

513 

30 

Vermont ..... 

11,127 

297 

2-7 

Maasachiiaetts .... 

98,617 

737 

0-7 

Rhode Island .... 

22,802 

1,008 

4 4 

Connecticut .... 

4.6,918 

291 

0-6 

Now York ..... 

429,734 

23,126 

5-4 

New Jersey .... 

107,496 

7,655 

7 1 

Pennsylvania .... 

273,682 

5,427 

20 

Delaware ..... 

12,038 

88 

0-7 

Maryland ..... 

37,565 

1,912 

51 

AVeat Virginia .... 

49,661 

3,681 

7-4 

Total, North-caati'm iStatos 

1,133,566 

45,910 

41 

2. kSoufh-cnalcrn iSlatea : 




A'irgiiiia ..... 

55,990 

955 

1-7 

North Carolina .... 

74,709 

7,044 

9-4 

South Carolina .... 

32,857 

1,722 

5-2 

Georgia ..... 

40,396 

24 

0-1 

Florida ..... 

49,290 



Kentucky ..... 

47,593 

1,384 

io 

TenncHHce ..... 

46,205 

4,730 

10-2 

Alabama ..... 

49,391 

3,223 

6-5 

MiflJsLsaippi ..... 

40,159 ' 

2,317 

5-8 

Arkansas ..... 

26,633 

5,017 

18-8 

Louisiana ..... 

67,248 

6,032 

9-0 

Total, South-eastern States 

530,471 

32,448 

6-1 

d. Middle Htalea : 




Ohio . . . . . 

192,501 

483 

0-3 

Indiana ..... 

76,909 

170 

0-2 

Illinois ..... 

175,820 

8,654 

4-9 

Michigan ..... 

162,431 

4,388 

2 7 

Wisconsin ..... 

79,484 

83 

01 

Minnesota ..... 

102,711 

4,311 

4 2 

1 owa ..... 

75,960 

337 

0-4 

Missouri ..... 

81,605 

4,856 

60 

Total, Middle States 

947,421 

23,282 

2-5 

4. Mountain and Great Plain States : 1 




North Dakota .... 

20,520 

1,305 

6-4 

South Dakota .... 

20,419 

2,155 

10-6 

Nebraska ..... 

32,105 

17 

01 

Kansas ..... 

42,175 

982 

2-3 

Montana ..... 

20,895 

470 

2-2 

Wyoming ..... 

13,161 

141 

11 

Colorado ..... 

49,155 

347 

0-7 

Utah ..... 

21,216 

469 

2-2 

Nevaila ..... 

7,676 

43 

0-6 

Total, Mountain and Great Plain 
States .... 

227,322 

! 

5,929 

2-0 
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Table 16 — (continued) 



Cost 

Int»erest 

Interest 

Iteglon and State 

Payments, 

$ thousands 

Payments, 

$ thousands 

Payments as a 
Pereentago of 
Cost Payments 

5. South-western States : 




Oklahoma ..... 

71,381 

561 

0*8 

Texas ..... 

153,784 

1,111 

0-7 

New Mexic o .... 

23,281 

569 

2-4 

Arizona ..... 

19,101 

111 

0-6 

Total, South-western States 

267,547 

2,352 

09 

C. California ..... 

232,402 

9,088 

3-9 

7. Pacif.c North-western States : 




Washington .... 

71,033 

679 

1-0 

Oregon ..... 

35.352 

2,233 

6 3 

Idaho ..... 

18,210 

107 

0-6 

Total, Pacific North-wesU^rn States 

124,595 

3,019 

2-4 

Grand Total .... 

3,463,324 

122,028 

3-6 

_ _ _ 

_ 

. 

! ' 1 


‘ KxduHive of inililic Hervicp enterprises. 

Source —Htatistic.il Abstract of tlie United States, 1940. 
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Table lb PUBLIC EXPENDITURES FROM REVENUES, ALL 
GOVERNMENTS, 1932 ^ 

($ millions) 



N ational 

State 

Local 

Total 

1. Primary Functions : 

General adrniniritration, legislation and 
justice ..... 

701-2 2 

123-3 

511-6 1® 

1,336-1 

Protection to person and property 


86-8 

568-21® 

655-0 

Pensions ^ . 

1023 4 



1,023-4 

Debt services .... 

.599-3 

li2-2 

73i-6 

1,443-1 

Defence ..... 

826-0 



826-0 

Total, Primary Functions . 

3149 9 

322 3 

1811-41® 

5,283-6 

2. Secondary Functions : 

(1) Social Services : ^ 

Education .... 


604-5 

1964-8 1® 

2,569-2 

Public health ^ . 


45 3 

354-5 1® 

399-9 

Charities,*^ hospitals and corrections. 


274-9 

373-4 1® 

648-3 

Government Life Insurance Fund 

5i-4 



51-4 

Sub-total .... 

51 4 

924-7 

2692-7 

8,668-8 

(2) Developmental : 

J^ost Office ’ . 

203-0 



203 0 

Panama Canal .... 

10-7 



10-7 

>Shipping Board 

51-5 



51-5 

Highways .... 


235-7 

597-91® 

833-6 

Development and conservation of 
natural resources 


730 

12-1 1® 

85-1 

Agriculture “ . 

580-2 



580-2 

Reconstriiclion Finance Corporation 

767-7 



767-7 

Public service entei'ijriscs 


6-3 

30i-6 

307-9 

8ub-total .... 

16]31~ 

315-0 

911-6 1® 

2,839-7 

(3) Outlays ® . . . . 


885-9 

1,475-8 ~ 

2,361-7 

(4) M iscellaneous .... 

~ ’47-:r 

",57-9 ” 

165-31“ 

2’70-5 

Total, Hecondary Functions 

1711-8 

2183-5 

"^~524^4 1® 

9,140-7 

Grand Total .... 

4861-7 

2505 8 

7056-8 

14,424-3 

Less grants and subventions made by the 
Federal Government to the Stale.s, by 
the latter to Local Governments, and 
by Local Governments to States 

238 1 

618-6 

11-2 

867-9 

Net Total ..... 

4623 6 

1887~2~^ 

7045-6 

13,556 4 







^ ]SIational bovcriiinnit : > ear einled IJOth June 1932. State ami Lacal (iovernmeiith : Ilscal 

years cndiiiK on a dale bet^^epn Jst July 1931 and 30tli June 1932. National Government figures 
inelnde trust ami related aeeouuts totalling 3S320 5 millions. 

“ Depiirfinental expenditure ami reiunds ol receipts. 1’he former contains a few small items 
whieli, if details were readily availabl<‘ on a comparable basis, A\oiild have been elassitled under Pro¬ 
tection to person ami property and under Secondary Func-tions such as Education. All "War and 
i\a\y llepartment expendituie is given under Delenee, and that of the Deiiartuient of Agriculture 
under Agriculture. 

“ Separate figures fur peiiaions arc not available in the ease of State and Local Oovernments. 

‘ National (jovernment Ilgures not readily available on a comparable basis. The amounts would 
be small. See also footnote 2. 

® Excludes hospitals but includes recreation. 

• Mainly poor relief. 

^ Mainly postal defleieney. 

■ $319 0 millions Department of Agriculture, $136-2 millions Agricultural Marketing Fund and 
$125 0 subscription to stock of Federal land banks. 

* Expenditures of a capital nature out of revenue, e.g. for purchase and iinprovenieut of land, 
erection of new buildings, extension of water-supply systems, or purchases to increase the collection 
of libraries. 

Estimate, subject to revision. Details arc not available for all tyiMis of Local Government in 
all States. 

Sources .—Statistical Abstract of the United States ; Financial Statistics of State anti Local Govern¬ 
ments, 1932. 
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Table 17 PUBLIC EXPENDITURES FROM REVENUES, 

ALL GOVERNMENTS. 1932 
(Percentage distribution) 



Percentage Share of each 

PtTL’cntAge Diatribution of 


tTOvenuneiit in Total 

each Govoniraeiit’s 


_ 

Expenditures 



Expenditure 



"rt 

"S 

State 

Local 

Total 

National 

s 

xn 

1 

Total 

1. Primary Functions : 









General administration, legislation 









and justice .... 

53 

9 

38 

100 

15 

5 

7 

!) 

Protection to person and j)roperty 


13 

87 

100 


3 

8 

5 

Pensions ‘ .... 

100 



100 

21 



7 

Debt services .... 

41 

8 

51 

100 

12 

5 

11 

10 

Defence ..... 

100 



100 

17 



6 

Total, Primary Functions. 

00 

0 

34 

100 

66 

13 

26 

37 

2. Secondary Funciiona : 









(1) Social Services : 









Education .... 


24 

70 

100 


24 

28 

18 

Public health .... 


11 

89 

100 


2 

5 

3 

Charities, hospitals and corrections 


42 

58 

100 


11 

5 

4 

Government Life liiHiirance Fund . 

100 



100 

1 




Sub-total .... 

1 

25 

74 

100 

1 

37 

38 

25 

1 (2) Developmental : 









Post Oflice .... 

100 



100 

4 



1 

Panama Canal 

100 



100 





Shipping Board 

100 



100 

1 




Highways .... 

Development and conservation of 


28 

72 

100 


9 

8 

6 

1 natural resources 


80 

14 

100 


3 


1 

1 Agriculture .... 

100 



too 

12 



4 

Reconstruction Finance (Corporation 

100 



100 

16 



6 

Public service enterprises 


2 

98 

100 



5 

3 

Sub-total .... 

57 

11 

32 

100 

33 

12 

13 

20 

I (3) Outlays .... 


38 

62 

100 


36 

21 

16 

j (4) J\discdla7\euus 

18 

21 * 

61 

100 

1 

2 

2 

2 

Total, Secondary Functions 

19 

24 

57 

100 

35 

87 

74 

63 

Grand Total .... 

34 

17 

49 

100 

100 

100 

100 

100 

Less grants and subventions 

28 

71 

1 

100 

6 

25 


6 

Net Total ..... 

34 

14 

52 

100 















^ Separate figures for pensiuna are uut available iu the cases of State and Local Goverumeuta. 
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Table 18 U.S.A., NATIONAL OUTPUT 

BY INDUSTRIES » 



($ 

billions 

) 






1929 

1932 

1935 

1937 

1939 

1941 1 

Agriculture .... 

7*3 

2-6 

5-3 

6-4 

6-8 

7-4 

Mining ..... 

1-9 

0-5 

10 

1-6 

1*3 

20 

Manufacturing .... 

20-4 

61 

12-6 

17'6 

16-4 

27-6 

Contract construction 

3-5 

0-8 

0-9 

1-8 

21 

37 

Transportation 

71 

3-7 

4-1 

5-2 

50 

6-4 

Power and gas .... 

1-4 

M 

1-2 

1-4 

1*4 

1-6 

Communications 

10 

0-7 

0-7 

0-9 

0-9 

M 

Trade ..... 

111 

61 

7-5 

9-6 

9-6 

13-2 

Finance .... 

11-7 

6-2 

6-3 

7-7 

7-6 

9-0 

Government .... 

5*6 

5-9 

71 

81 

8-9 

10-7 

Service ..... 

9-9 

5-7 

6-8 

8*6 

8-8 

8-0 

Miscellaneous .... 

40 

2-4 

2-7 

3-2 

3-4 

4-4 , 

Corporation income and excess profits 






1 

taxes ..... 

1-4 

0-5 

10 

1-6 

1-5 

6-9 

Capital outlays charged to current 







expense .... 

0-8 

0-4 

0-6 

0-8 

0-8 

1-8 

Inventory revaluations 

0-5 

1-2 

-0-6 

-0'7 

-0-3 

-3-2 

Less — 







Social security contributions of em¬ 







ployers .... 




-10 

-1-3 

-1-6 

Revision and rounding-olf errors 


-O-l 

-0-1 

01 

01 

0-1 

Net National Output at Factor 

Cost. 87-6 42-8 67 0 72-6 72-0 99-1 

* Till! (Icliiiition of national income and output used here difters slightly from that of the tJ.S. 
])i partmiMit of t'oinmcrce (ace Table 19), In that Mr Stone excludes from the total social security 
contributions of employers and Federal debt interest, but includes imputed rents on owner-occupied 
houses, corpoiation income and excess profits taxes, capital outlays charged to (urrent expense and 
inventory revaluation^ 

Sourcp IMcliard Stone, " The National Inrome, Output, and lixjienditiirp of the IlnitciJ States ”, 
Ecanomic Journal, Jiine-Sept 1942, Table t. 
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Table 19 U.S.A., NATIONAL INCOME, BY INDUSTRIES ^ 

($ millions) 



1929 

J932 

i93rj 

1937 

1939 

Agriculture 

7,258 

2,551 

5,276 

6,378 

5,635 

Mining .... 

1,883 

524 

1,028 

1,530 

1,232 

Electric light ami power and gLas 

1,425 

1,096 

1,152 

1,380 

1,384 

Manufacturing 

20,308 

6,009 

12,402 

16,994 

15,425 

Contract construction 

3,G70 

906 

964 

1,902 

2,148 

Transportation 

7,108 

3,622 

4,133 

5,088 

4,800 

Communication 

1,047 

722 

72.3 

839 

863 

Trade .... 

11,314 

5,290 

7,608 

9,131 

9,135 

Finance .... 

8,915 

4,895 

5,131 

6,189 

5,983 

Government, excluding work- 






programme wages 

6,330 

6,355 

(5,584 

7,370 

8,015 

Work-programme wages . 


132 

1,339 

1,783 

1,869 

Government, including work- 






programme wages 

6,330 

6,487 

7,923 

9,153 

9,884 

Service .... 

9,615 

5,579 

6,828 

8,477 

8,374 

Miscellaneous 

4,012 

2,393 

2,695 

3,161 

3,319 

Social security contributions of 






employers 



7 

950 

1,196 

National Income 

82,885 

40,074 

55,870 

71,172 

69,378 


I 


^ TIump flKurps, taken from the StatHtual Abstract of tlip limb'd StatpH, 1940 are brised on a 
dpftiiifcinn of national inronip diffoniiR slightIv from that used bv Mr llirbard Stone (see Tables 18— 
pspeeiallv footiioti^— and 20 C, also Chapter Ill, ( liait IV (p 3‘1) and 'Pable VI (p. 381, and Hiebard Stone, 
op Cl/ ) Data on dividends, intereht and corporate savings bv induHtniil divisions from 1934 onwards 
are based on a different industrial elassifli atlon than those for earlier ^ea^K, thoiigli tlie ehangea are 
small for total income as distinct from specific items in partn iilar indiiHtrics. 
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Tul,le 21 U.S.A,, THE CHANGE IN PUBLIC FINANCE 

RESULTING FROM THE NEW DEAL 
($ millions) 


Fixcal Year ending 30th June 



11)2!) 

1030 

l!)32 

1 i!);].'j 

1!)3S 

1!)39 

National (JoverTiment 

1 A. Revknue.s and Expenditukks : 

1 T. Ordinary recuiptH . 

4,033 » 

4,1781 

1 

1 

1 

2,006 = 

3,800 

1 

! 

6,242 

1 

5,668 

H. Ordinary exponditurea 

other than tliuao li.ated 
under 111. 



.. 

2,775 

3,74U 

3,920 

in. Rt'f'overy and relief and 
otlier exjienditure on 
agricultural aid, Oiviliiin 
('onaervation Oorpa, 

Tennesaee Valley 

A u t h 0 r i t y, a n d 
Hiniilar ])rojectri, as well 
aa Hoeial seeurily pay- 
inenU 

■■ 



4,235 

3,880 

5,290 

IV. Tot a 1 0 r (1 i n a r y 

exjiendit iinxs ^ 

j 

! 3,20JM 

1_ 

3,440 * 

4,535 

7,010 

7,626 

9,210 

V. SiirpluH( 1 ) or Delieil ( 

1 731 

1 73H 

2,529 1 

-3,210 * 

-1,384 

- 3,542 

VI. Surplus ( 1 ) or Didii it ( ) 

apart from III . 

1 

1 


1 

1 

1 

4 1,025 

4 2,496 

4-1,748 

n. IhiBLU' l)i:UT ; 

Ihmds * . 

I 2 ,i 2 r> 

12,111 

14,250 

14,936 

23,602 

27,572 

Floatin^^ di'ht ■* . 

3,!)l)7 

3,047 

4,(>03 1 

12,076 

10,301 

8,550 

S])eeial issues to (Jovt^ruiiieul 
a;^eiu'ii‘.s and trust funds . j 

007 

764 

1 

308 

633 

2,676 

3,770 

'Potal interi'st-heariii'.’^ debt j 

1 

^ 1 

Hi,1)30 1 

1 

IT), 922 

19,161 

27,645 

36,579 

39,892 

Non-intere.st-hearing debt . 1 

21)2 

263 

321) j 

1,056 

588 

553 

Total (Juos.s Debt 

16,931 

16,185 

1 19,487 

28,701 

37,167 

40,446 


_ 


'__ _ 





‘ I'J'il) aiul I'.i.iU ; tlK'sc llKiircs mcliidp trust ami rulatod acpouiits, wluch arc excludud fniiii the olllcial llgure' 
fur lat^’r years. Tlie llnures lor these Aeri)iiiit.H are liable to vary considerably from year to year. In 19 ;Ij tin 
leeetpts under this head were ul the order of 8400 millions. 

* 'The disi-repaney between this linure and that for 19.J0, altliou^h largely dm* to the di prossion, partly repre 
sent.s the exclusion of trust and ridatiMl aeeoimUs. (See hwitupte 1.) 

=* KxcUidIng publie debt retirements^. 

' Other than special itwiies to Government iigeiu’ies ami trust funds. 

.X’oiirrF. I S, Statistual .4l>stract, 1040. 







LIST OF CANADIAN TABLES 


TABLE 

1. The Eevenue System, All Governments, 11140. ($ millions) 

2. The Revenue System, All Governments, 1940. (rercentiige dis¬ 

tribution) 

3. Public Expenditures from Revenue, All OoviTiiiiients, 1940. 

($ millions) , 

4. Public Expenditures from Revenin*, All Goveriiim'ids, 1910. 

(Percentage distribution) ...... 

5. Percentage Distribution of Provincial and Munieijial Revenues, 

1937-38 . 

0. Percentage Distribution of Provincial and Municipal Expenditures, 
1937-38 . 

7. Debts Outstanding, All Governments, 1913-40 

8. Total Reliei Expenditures (including Relief Works charged to 

Capital Account), 1930-37 ...... 

9. Relief Expenditures, All Governments, 1937-38 

10. Composition of Total Debt, All Governments, 301 li November 194tl 

11. Relation of Canadian War Expenditure to Nntional Income and 

Public Finance in 1937-38, 1940-41 and 1941 -42 . . , 


I’AOK 

296 

297 

298 

299 

300 

301 

302 

302 

303 

303 

304 


295 



296 


FEDEKAL FINANCE IN PEACE AND WAR 


FT. m 


Tabic 1 CANADA, THE REVENUE SYSTEM, ALL GOVERNMENTS, 1940 ^ 

(S millions) 


I Group I. Progressive Ta^ces : 

Personal income taxes . 

National defence tax 
Succession duties 

I Total, Group I . . . 

I Group II. Taxes on Properhj : 

I Property taxes on land . 

Property taxes on buildings 
Hiisiness property taxes 
Public domain .... 
Total, Group 11 . 

I Group III. Mainly Tares on Puhikss 
I (\)rpnration taxes 

I Excess profits tax 

' Company fees, licences, etc. 

I Total, Group III . 

I Group TV. Mainly ConsninyUon Taws : 

I Customs (includin^^ liquor) . 
j War exchange tax 

I Sii})-totnl, Tm|)ort Taxes . 

fc'.rcKc (incUidinp liquor) 

Other, Similar Taxes and Lirencrs 
Manufacturer’s taxes 
Sales taxes .... 

I Gasohne tax .... 
Li(|uor control (other than custonis 
and excise) .... 
Autoinohihi licences 
Aniuseineiit tuxes 

Sub total, Other Taxes and Licences 
Surplus IJtibty Earnings 
A1 iscrlJaneous (taxes .iiul receipts) 
Total, tiroiip IV . 

Dominion sulisidies to Pio\inces . 

Grand Total .... 
I.iess duplications .... 
Nkt Tot^l ..... 


Ildiiiiiiion j Provinnal j Munifipal Tut.'il 


76 


1 

3 

93 

28 

1 

! ■ ■ 

28 , 


25 

1 

25 

104 

39 

3 

146 


4 

1 136 

140 


2 

1 108 

no 



14 

14 i 

2 

21 


23 

2 

27 

258 

287 

14.5 

57 


1 

202 

24 



24 

3 

8 

10 

21 

172 

65 1 

10 

247 

131 



1 

1 

131 

61 



61 ‘ 

192 

. . 1 

1 .. 

192 1 

88 


1 

88 

42 


1 

1 i 

42 

179 

13 


197 


53 


53 


32 

1 

1 32 


27 

1 

27 


3 


3 

221 

128 1 

5 

354 

, 7 

2 

7 

16 

38 

5 1 

1 20 

72 

546 

135 

41 

722 


19 


19 ! 

824 

285 

312 

1421 1 

19 



19 

805 

285 

312 

1402 1 

1 ' 




‘ Tlie flifnres art* b.mnl im ('umparato f SVriOsO/’s of PuNie Finanre, 19:{(U1!)10 (Doininion-PrttMncial 
( oiifcrt'aco, Janiiar\ 1011), but ha\(‘ been cnrrcctffl for rluiiigcs lu actual results aa conipareil witb 
biHlpet estiniBtes. 
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Table 2 CANADA, THE REVENUE SYSTEM, ALL GOVERNMENTS, 1940 

(Percentage distribution) 


IVrc Share ol i arli 

IfOM'rnuient lii Total 
Itinemies 


Perrontnpe Distrihiition 
of nn U ttovenimriii’s 
Heven lira 



□ 

1 2 

i 

ee 

D, 


a 

0 

2 

o 

I 



1 a 

I 

a 

o 

i 

3 

1 

I 

D 

C 

5 

3 


O 

PS 


H 

p 

L 


H 

Group T. ProgrPMire Tnxc.s 









Personal income taxes . 

HI 

15 

4 

100 

9 

5 

1 

0 

National defence tax . 

KM) 



100 

3 



2 

Sueceasioii duties 


100 


100 


8 


2 

Total, Group I . . . 

6!) 

29 

2 

100 

12 

13 

1 

10 

GiiniTp 11. 'J'ni'eH tni Projinfff 









ProjM^rty taxes on lanrl 


•J 

97 

100 

■ • 

1 

44 

10 

Property taxes on IjuiblingH 


2 

98 

100 


1 

35 

8 

Ibismeas ])ropcrty taxes 



100 

100 



4 

1 

Public domain 

1) 

01 


100 


7 


2 

Total, (iroiip 11 . 

1 

9 

90 

100 


9 

83 

21 

(jSuour HI. Mintdy 2Vurs on yj’/rso/Ms 









('orporation taxes 

72 

28 


100 

10 

20 


14 

Excess profits tax 

100 

• 


100 

3 



2 

(^ompiin> fees, licences, etc. 

14 

:)8 

48 

100 


3 

3 

2 

Total, (iioup Ill . 

70 

20 

4 

100 

19 

23 

3 

18 

Group TV. Mainly Consninjtiion Tnips 









(^jisioms (including liquor) 

100 



100 

10 



9 

War exchange tax 

100 



100 

7 



5 

Sub-total, Import 'I’axcs . 

1 100 



100 

23 



14 

(including liquor) 

100 



100 

10 



0 

Othfr, Similar TaJiPS and Licpnces 


1 







Manufacturer’s taxes 

100 



100 

5 



3 

Sales taxes .... 

91 

1 7 

2 

100 

21 

4 

2 

14 

Gasoline tax .... 

1 . . 1 

, 100 , 


100 


19 


4 

Liquor control (other than customs j 

1 








and excise) 

1 

1 100 


100 


11 


2 

Automobile licences 

1 1 

1 * ■ 

100 


100 


10 


2 

Amusement taxes 

1 

1 100 


100 


1 


‘ ■ 1 

Sub-total, Other Taxes and Liceiu es 

1 ti:i 

30 ’ 

1 1 

100 

20 

45 

2 

25 1 

Surplvs Ufihty Karjiings 

44 

12 1 

1 44 

100 

1 

1 

2 

^ 1 

Mi^cellarixovs (taxes and reeeipts) 


7 

39 

100 

9 

2 

9 

5 

Total, Group IV . 

7n 

19 

0 

100 

09 

48 

13 

51 

Dominion subsidies to Provinees . 


100 


100 


7 


1 

Grand Total 

58 

20 

22 

100 

100 

100 

100 

101 

Less duplications 

100 



100 

2 




Net Total ..... 

58 

20 

22 

100 

98 

100 

100 

100 ' 

_ 

_ 

_ 
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Table 3 CANADA, PUBLIC EXPENDITURES PROM REVENUE, 
ALL GOVERNMENTS, 1940 
(S millions) 



Donilniiin 

I’ro'i iiicial 

Muniripal 

Total 

]. Primary Functions : 





liCgialation, administration and justice 

57 

41 

73 

171 

National defence .... 

8.52 



852 

Military pensions and after-care 




56 

Debb rharpes .... 

1.50 

66 

52 

268 

Total, I’rimary Tii net ions . 

1115 

107 

126 

1347 

2. Secondary FunctioJis : 





(1) Social Services : 





Education .... 


36 

81 

117 

Relief ..... 

31 

23 

6 

60 

Other public welfare . 

30 

55 

37 

128 

iSnb-total, Social Services 

f)7 

114 

124 

305 

(2) Developmental : 





Agriculture and public domain 

20 

24 


44 

^VanHIK)^tntion 

17 

31 

. 

32 

80 

Sub total, Developmental 

37 

i 

1 55 

32 

124 

'I'otal, Secondary Functions 

104 

16!) 

156 

429 

Subsidu‘s (o Pro\inces 

1 

■■ 


19 

(Jra^’h Total . . . . , 

' 1240 

276 

279 

1796 

Ia’ss duplications 

19 



19 

Net Total ..... 

1221 

276 

279 

1776 




PT m 


LIST OF CANADIAN TABLES 


299 


Table 4 CANADA, PCBUC EAPKNDlTC'iES FROM REVENUE, 

ALL GOVERNMENTS, 1940 
(PmentftgB distribution) 


1 Primary 

Ix'^islation, ftdmiiustratioii and justm 
National defenct 
Militar\ pensions and alter cure 
Debt thaigts 

Total, Pnman Kiim lions 

2 St(undary I utictionn 

(1) SiKiul SVrLirf^f 
Fid lu at ion 

Rtlitf (niuinploynicnt) 

Otliir jmblic Mtlfarc 

Sub total, So( nil Servu (s 

( 2 ) Ihvcliypmejital 
Af^TKultiirc and public domain 
Iransportation 

Sub total, 1J( v( lopniridal 

Total, SfLondirv Fumtions 

Subsidits to ProMiuts 

Grand Tdtai 

Li ss dujiluatioiis 

Nlt Tot \i 


V(ri(titAKi Stiurt ufimli PirimtaKi nblrtbiitiiui 

(■oMriuiuat III loUil of ituh 0 •Mrniiii'nl h 

KxptiullhmH IjXpt mlUiiu 


c 

o 

3 

o 

1 1 

1 

1 c 

1 c 

“5 j 

1 

1 


O 

1 

c 

1 1 

1 ^ 

Total 

§ 

1 ® 

^ ! 

O 1 

£ ^ 

c 

D 

Total 

1 ‘13 

24 

43 

100 

5 

15 

20 

1 

10 

100 



100 

1 119 



*** 1 

100 



100 

4 



3 1 

'ill 

24 

20 

100 

12 

24 

19 

15 1 

HJ 

S 

9 

100 

IM) 

39 

45 

7B 1 


i 

31 

b9 

100 

1 

13 

29 

7 

'll) 

40 

10 

100 

2 

8 

2 

3 

1 29 

4‘1 

28 

100 

3 

20 

13 

7 

1 n 

38 

40 

100 

5 

41 

44 

17 

4b 

54 


100 1 

1 2 1 

9 


2 ■' 

21 

39 

40 

100 

1 

11 

11 

5 

2S“| 

48 

24 

KKJ 

3 

20 

11 

7 

24 , 

39 1 

37 

100 

8 

bl 

55 

24 

1 

100 


100 

2 



I 

1 b9 

15 

lb 

100 

100 

100 

100 

lUl 

1 

100 



100 

2 



I 

b9 

15 1 

lb 

l(Xt 

98 

100 

100 

100 1 
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Table T) CANADA, PERCENTAGE DISTRIBUTION OF 

PROVINCTAL AND MUNICIPAL REVENUES, 1937-38 




.5 





rt 



<L> 

O 



C 

C-/ 

o 




flj 


E9 

° 


Prince 
Ed^^ arc 
Isslancl 

Zfj 

'r 

c 

i 

Quebec 

Ontario 

‘S 

cC 

73 

rt 

rjj 

Alberta 

British 

Columb 

o 

M 

pH 

Gnoijp I : 











Income taxes on persons . 

2 


1 

1 

3 

B 

1 

2 

4 

2 

Succession duties . 

2 

3 

3 

B 

10 

1 

1 

;t 

3 

0 

Group II: 











Real property taxes 

20 

37 

31 

43 

51 

48 

43 

45 

38 

45 

Public domain 


4 

H 

5 

2 

2 

2 


8 

4 

Group III : 











(V)rporation taxes . 

8 

(i 

4 


5 

5 

3 

5 

13 

(i 

(jIroup IV : 



1 








Sales taxes . 

(gasoline taxes and motor 



1 . . ^ 

1 

1 

3 



3 

2 


1 

1 vehicle licences . 

20 

18 

1 18 

10 

12 

10 

10 

11 

12 

12 

Liq\ior control 

1 Miscellaneous taxes. 

2 

7 

1 « 

i 

5 

5 

5 

1 

3 


8 

5 

licences, fees, etc. 

1 

15 

' 10 

1_ 

10 

11 

1 14 

1 

19 1 10 

11 

15 

^Polal revenue from I’ro- 

1 










1 \incial sources . 

08 

90 

89 

98 

99 

93 

85 

95 

97 

90 

1 Federal svdisidies 

32 

10 

11 

2 

1 

7 

15 

5 

3 

4 

I’uTAr- .... 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 




1 
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Table fi CANADA, PEUCJENTAGK Dl.STRl RUTION OE 

PROVINCIAL AND MUNICIPAL EXPENDITURES, 11137-38 


1 

! 


j\a Scotia 


u 

u 

X) 

ai 

1 

i 

1 

r 

B 

cd 

£ 

C 

'3 

cs 

cD 

S 

D 

JS 

3 

h 

t 

.a 

’Co 

(t 

o 

a 

o 

ki 

a* 





cy 

r 


pj 

yj 



1. Primary Fuivciion-'^ : j 

C»on(Tal Ciovtniniciit and 
iniHcellanrouH 

IT) 

17 

14 

22 

21 

1 

20 

17 

17 

24 

20 

Net debt chargofi , . | 

17 

21 

30 

20 

18 

21 

H) 

17 

21 

20 

2. S>evA)ndnry Fnndions : 











(]) Social Srri'ires : 1 











Edunation 

Public welfare . . [ 

28 

23 

21 

15 

23 

20 

18 

27 

18 

20 

Unemployment ndief 

4 

3 

2 

14 

H 

14 

23 

8 

1) 

11 

Other 

(2) Developmental. 

I 

10 

15 

12 

1 

17 

15 

14 

]() 

15 

15 

Afi;ricul1iiro and juiblie 











domain 

2 

3 

5 

7 

2 

2 

3 

3 

4 

4 

IVanaporiation . 

20 

14 

13 

1 

10 

11 

i J, 

0 

12 

0 

10 

Total 

! 100 

1100 

' 100 

100 

100 

100 

j 100 

100 

100 

100 
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Table 7 CANADA, DEBTS OUTSTANDING, 

ALL GOVERNMENTS, 1913-40 
($ millions) 



1DI3 

11)21 

lU2(i 

] 030 

1930 

1 1937 

1 1940 

Dominion 

521 

3520 

3570 

3779 

4800 

4855 

5879 ' 

Provinccfl 

285 

633 

951 

1246 

1836 

1960 

2190 

Municipalities . 

1 505 

804 

1038 

1238 

1279 

1271 

1143 

Sub total . 

1311 

4957 

5559 

6263 

7915 

8086 

9212 

Lf^s Iiitergnvernnirntal 

1 

! 






debts : 

Doniinion-I'rovmi lal 

12 

1 1 

1 .50 1 

61 

58 

178 

1 193 

241 

rrovineifll Munuipal 


24 

1 

33 

31 1 

_1 

29 1 

_1 

30 

48 

Ne( outstandinp debt 

1298 

4883 

5465 

6174 

7708 

7863 

8923 










'I'able 8 

('ANADA, TOTAL RELIEF EXl’ENDITURES (INCLUDING RELIEF 
WORKS CHARGED TO ("APITAL ACCOUNT), 1930 37 
(8 millions) 



10)0 1 

11) )l 

1 1932 

1 193) 

1 19)4 

1 1933 

19)0 

19)7 

Throiif^h Provincial-Municipal 




1 

1 




a^eneies ; 







1 

1 


1. Dominion sliare . . j 

3 

34 

34 

28 

43 

41 

52 

55 

2. Provmeial share . 

9 

42 

37 

39 

74 

70 

1 59 

' 79 

3. Miinieipal share 

5 

16 

21 

1 23 

1 24 

23 j 

23 

18 

Sub-total 

17 

92 

' 02 

1 

90 

141 

1 

j 134 

134 

152 

Dominion exj^nditure through 

1 

1 

1 



1 



1 1 

own npeiicies . . . 1 

1 1 

5 

3 1 

8 

17 

39 

26 

13 

Granli Total . 

18 j 

97 

95 

98 

158 

173 

160 

165 1 


1 

_ 


_ 

J 

__ 

. _ 
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Table 9 CANADA, RELIEF EXPENDITURES. 

ALL GOVERNMENTS, 1937-38 


Total Relief Expenditures 
' (Dominion, Provincial and Municipal Shan't* cunibinwl) : 
Prince Edward Island ...... 

j Nova Scotia ....... 

I New Brunswick ....... 

I Quebec ........ 

Ontario ... . . . . 

! Manitoba ........ 

I SaskatchcANan ....... 

I Alberta ........ 

British Columbia ....... 

Total, Combined Expenditure . . . . 

Share of Kach (foiernment 

Expenditure through PuoviNCTiL-MuNUiPAL Agencies ; 

I Total Dominion share ...... 

j Total Provincial share ...... 

I Total Municipal share ...... 

I Total Expenditdke, throii^li Provincial Municipal A;..^encies 

Add Dominion Expenditure, throujih ovin agencies 

I 

I Total, Combined Expenditure . . . . 


I lhausaiulH 


577 

2,5lK) 

1,470 

30,823 

28,101 

9,789 

02,312 

7,049 

9,013 


152,354 


54,547 

79,400 

18,341 

152,354 

12,802 

105,150 


Table 10 CANADA, ( OMPOSITION OE TOTAL DEIVP, ALL GOVERNMENTS. 

30tii NOVEMBER 1940 


( IJ thousands) 



Total 

Fuiiili'd 

Dl bt, ICHH 

SliikiiiK 

Kiiiid'i 

Tn asur\ 
HiUk 

I liialinK 
Di*l)t 

GaiiraiUei'd 

Hank 

LoaiH 

OtlKT 

I'ljiiUnKcnt 

IJablliMra 

All (fovernments ' . 

8,922,744 

7,948,979 

349,090 

557,411 

04,758 

2506 

L€83 Intergovernmental 
Debts : 

Dominion-Provincial . 
Provincial-Municipal . 

240,037 

48,398 

46,591 

0,322 

157,290 

2,989 

12,047 

33,701 

25,012 

5017 

Dominion and Canadian 
National Railways 
Provinces . 

Municipalities 

5,878,507 
2,189,769 1 
1,143,443 

5,199,931 

1,756,418 

1,046,543 

"1 

230,325 
276,001 j 

363,246 

112,302 

96,900 

85,066 

38.465 

7523 
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Table 11 

RELATION OK CANADIAN WAR EXPENDITURE TO NATIONAL 
INCOME AND PUBLIC FINANCE IN 1937-38, 1940-41 AND 1941-42 



1 1937 38 

T94[>-41 

1941 42 1 

Net National Income (S thousandfl) : 




Teiitativo results entered for calendar 
years 1937, 1940, 1941 

1 

4,348,001 

' 5,386,582 

6,514,000 

(Jovernment Revenue (S IhoiisandH) : 



1 

National . . . . 

510,693 

1 872,170 

1,488,536 

Proviiiriiil ..... 

287,940 

304,564 

305,0001 

Municipal ..... 

309,067 

314,500 

312,700 • 

Total ..... 

1,113,700 

1,491,234 

2,106,236 

As percentage of national income . 

25-6 

27-7 

32-3 

(iovtmmeni Kjipevdiiute ($ thousands) : 

National ..... 

534,408 

1,249,(iOi 

1,885,066 

iTovincial ..... 

274,100 

273,503 1 

274,0001 

Municipal ..... 

311,297 

314,000 

1 309,300 

Total (incliidiii^^ (Irdtuier* or war ' 1 

exjienditurt') . . j 

1 1,119,805 1 

1,837,104 

2,468,366 

Defence oi war expenditure 

32,760“ 

778,424'’* 

1,382,491'* 

Total Government expenditure as per- 




eentage of national income 

2.e7 1 

341 1 

37-9 

Defence or war expenditure as peneiitage 

of national ineonie 

1 

0-7 

i4’r) 

21-2 

Population (thousands) 

11,120 

11,385 1 

11,507 

Per Head {%) [ 1 

liu'oiiie . . . . . 1 

391 

473 

56() 

(hn eminent revenue 

100 

131 1 

183 

Government expenditure 

101 

161 

215 

Governineiit defeme or wai exjXMiditiii e 

3 

68 

120 


‘ Lhtill!ate(1 

“ Onliiiarv Lxpi nilitiircs of the Isiitiuiial DefLiue 1)l luirtiiiiiit 
* liichulinK jvinoiinta iliarKeil to acti\e ikbbtta 

Note Teutiilive approMinatP ebliiiiatL of ^(t Ineoine iii I94li ib ®7j00 niilliuns Kx- 

pi luhture for m ar in the flseal v lar i ihIimI illht Manh 194J was li ii(ati\elv given in (tie lUidget niieeeli of 
2iul Mail h 1949 aa $3,N02,705,000 , thin llgure induJeB tlie $1000 niillluiib gift to the I’liited Kiiigdoui 
Tula! Doininloii revenue for tlua ilseal >ear v^aa $2,308,400,000, tofjil exptniliture $4,400,058,000 
(prtUiuinar.v IlgureB) 

^^ourr^‘ —Uimiiiiion Stahstician, Ottawa ^^ee also Table ]J, Chapter TV ) 
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Ta,blo 1 AUSTRALIA, COMMONWEALTH REVENUES. 

1940^1 AND 194W2* 


(jROiTP I. Progressive Taxes : 

Income tax (individuals) ^ . 

I* ay-roll tax 

Estate duty 

Total, CJroup I 

1 timiniandd 

toil) 41 1 l'J4J-f2 

1 

18,872 1 24,265 

1 8,000 
2,364 i 2,800 
21,236 i 35,065 

l‘iTeDiil.ige 

lUfU 41 

141 

i’s 

15-9 

IJistribution 

1941-42 

160 

5-3 

1-8 

~ 23-1 

Oroup 11. Taxes on Peal Ptopertg : 





Land tux 

3,191 

3,150 

2-4 

2-1 

(jIroup III. Taxes on Business 





Income tax (companies) '■* 

War-time (company) lax and super¬ 

20,443 

26,285 

15 3 

17 3 

tax 

3,990 

4,000 

34) 

2-6 

tJold tax 

1,452 

1,300 

M 

0-9 

Non-tax reveniu' under (iroup 111 . 

311 

299 

0 2 

02 

Total, (1 roup 111 

26,196 

31,884 

196 

21-0 

(^Rour IV. Mainly Consumption 
Taxes : 





Customs 

29,410 

' 

20,440 

220 

13-4 

Excise : 





Liipior . . . . 

13,597 

14,960 

10-2 

9-8 

Tobacco (includiiio; cigars and * 





cigarettes) . i 

7,80,7 

9,130 

1 5-8 

6-0 

Other 

2,967 

3,020 

1 2-2 

20 

Nub-total, Ilxcisi* 

24,369 

* 27,110 

' 18*2 

178 

Other Pimilar Ta.xf'i 





Sales tax . . i 

19,793 

24,000 

14-8 

15-8 

Elour tax . I 

1,499 

1,580 

1 11 

1-0 

Sub-total, Other Taxes . ^ 

21,292 

1 25,580 1 

1 15-9 

168 

Net Revenue from Business Vndn- 
ialcings • ’ 



1 

1 


Tost Oilice . 

3,199 j 

3,733 

2-4 1 

2-5 

Miscellunfous . i 





'IVrritones * . , j 

507 1 

497 

0-4 

0 3 

lutlTCvSt ^ 

1,172 

1,100° 

0 9 

0-7 

Other 

3,134 

3,472 

2-3 

2-3 

Sidi-total, Miscellaneous 

4,813 

5,069 

3-6 

3-3 

Total, CJroup I\' 

83,083 1 

81,932 

62 1 

53-8 

Orand Total .... 

133,706 

1.12,031 

1000 

1000 

_ _ 1 


_ _ 

_ 

_ 


’ lilt aetiLil n nivitH , tlutv* (or l‘Ul-4l! HuilKct estimates Tlic (Igures r»])r(srat 

receipts of the I'onsolulatial JliMuue I mill, CMcpt that net rexeuues only ui business iindertiikint's 
are lui huled 

* 111 the ahseuie of separate ilatJi of iiulnuliial and roinpmij iiieonu t4i\, tlie total lueoiiie fax 

receipts ha\e been .sjdit up in the ratio of zusscssiuentss iii In Mew of the nixated eliaiiKts in 

the nil Dine tax law as more and more relianie has been placed on this Boiiree of revenue, ttnii h a 
lonsideiahle vnarcin ui error in the llniire piAcii ahoAe 

* Net re>eiiiies of Voat (Mhec onh. These wire net expenditures on railwnjs. 

* KxiUuliuK business uuderUiUiunh 

® KxLUidmg balance of liiUrest on Stat4‘s’ di hts paj able by States. 

* No details available 'riie llBUte of 11,100 000 is a rouith estimate obtained bv bikiiiK approxi- 
niHteh the ]UT)iiortlnn of “ >Iiseelljru‘ous Keeeipts ” (the head in the Ibidgi t aeeounts) repicsrntid by 
inleiest in 1040-41. In this wav the Hudset estimate of Ariseellaiieoua Iteieijite for lOU-42 has hi en 
sfilit 111 ' The total ot MIsiellanroiLs Kevenue in this table is not affected. 

(’ominonwealth Uiidget rapci's. 
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Table 2 AUSTRALIA, COMMONWEALTH EXPENDITURES 

FROM CONSOLIIUTED REVENUE, 11)40-41 AND 1041 42 ' 


1 

£ tliousamls j 

Percentage Distribulinn 


1.41041 1 

1441 42 

1410 11 

1441-42 1 

1. Primary Functions : 

1 




Legislation, admiiii.strution and 




1 

justice .... 

4,072 

4,170 

30 

2-8 , 

Defence “ . . . . 

07,481 

00,597 

49-4 

4,3-8 

Pensions .... 

8,252 

8,223 

00 

5-4 

Debt services ® . . . 

13,003 

14,914 

100 

9-8 1 

Total, Priinarv Functions 

93,408 

93,910 

08*4 

01-8 1 

2. Secondary Functions : 





(1) Social Services : 




1 

Eilneation * . . . 

111 

125 

01 

0-1 

Public health 

271 

291 

0-2 

0-2 1 

Invalid and old-agi' ])(‘ri.sinns 
Repatriation and Wat SiTvic(‘ 

17,300 

18,750 

12-7 

12-3 j 

Homes Commission 

791 

945 

00 

0-0 i 

Child endov ment . 


13,000 


8-0 

Maternity allowance.^ 

408 

425 

0-3 

0-3 

Miseellaneous 

108 

308 

01 

0-2 

Sub-total, Social SiTvicea 

19,115 

33,904 

14'0” 

22-3 

(2) DevelopmcnUd : 





Railways (ni't) 

008 

(i28 

0-4 

0-4 

Shipping and mail services 

02 

07 



Federal Aid roads ^ 

3,485 

. 1,000 

io 

ii 

('ivil aviation 

382 

474 

0-3 

0-3 

Rountics .... 

01 

1 103 


0-1 

Research and publicity '• . 

540 

1 094 

0-4 

0-5 

Relief to primary producers 

3,023 

3,770 

2‘2 

2-5 

New xvorks .... 

3,212 

3,831 

2-4 

2-5 

Miscellaneous 

53 

20 


1 

Sub total, Developmental . 

11,432 

ll725ir' 

8-3 

7-4 

(3) Miscellaneous ■ 





TciTitories .... 

1,238 

1,348 

0-9 

0-9 

Total, SiH'ondary Piinctions 

31,785 

40,511 

23-2 

30-0 

Payments to or for States 

11,441 

11,610 

H-4 

7-0 i 

Grand Total .... 

iaG.(i34 

152,031 

100-0 

j JOO-0 j 







1 11)411-11 actual IIkiih's, 1041-42 lliirlffot fstiinatca. The ftraiifl tutalH iliffei fruni tliOHt- in the 
fiMlcial accounts in that nut cvpcmUtnrc only on businchH uiuh i takiiiRh Ih iiichnlcd, aiul In tlial px- 
pciuliturc from excess receipts (£2,02H,'175 on defence in 1040-11) lias been ailrleil to ordinary ex¬ 
penditure. 

® KxiJendllurc ol defenee departinenls fioni re\einie (other than on lauisions ami deb) Herviees), 
and inuscellanenus expimdituie on acruunt of (he war of (Oil 18. 

■ Interest, sinkiriK fund, exchange, and loan redeiiiption and conversion l•xpenHeH. 

* .Soldiers' children education .scheme (expenditure on account of 1014 18 war) and .National 
Library. 

‘ Paid to Statch, but docs not appear in Stati* Consolidated ilcvenue accounts. 

* Include.s expenditure on scientific rcHcarcli and Hiniilar items whieb have been inrliided under 
edueation in the State ftnurea (Tables 5 and (1 and Cliapter V Tabh‘“ XI am' XJI). well ae In other 
(diapters, but cannot be separut^^d out in this rase, 

.S'onrcc.—('oIJlmon^^ealth lludgci PajaTs. 
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Table 3 AUSTRALIA, STATE REVENUES, BY STATES, 1937-38 

(£ thousands) 


~~ 

Glioup I. rroffre<ssivp Taxes : 

Taxes on income ^ . 

Probate and succewHion duties 

*5 J 

11,649 

1,951 

£ 

1 > 

' 4,980 

1 1,206 

T3 

c 

C 

u 

ii> 

3 

<y 

3,2.-)l 

366 

1 ~ 

1994 

240 

1 gJ 

1 h 

1 

1 

1 1655 

1 80 

a 

a 

cfl 

B 

S 

H 

743 

108 

ea 

"o 

H 

24,272 

3,951 

Total, Group I 1 . 

13,600 

6,196 

3,617 

2234 

' 

1735 

851 

28,223 

Group IJ. Taxes cm lipal Fro'perty 

Land tax .... 

2 

1 

1 420 

233 

319 

1 

* 98 

84 

1,156 

Non-lax revenue from landn . 

1,872 

434 

1,543 

217 

375 

66 

4,507 

Total, Group 11 

1,874 

1 854 

1,776 

536 

473 

150 

5,663 

Guolti* III. Tiir( H (m Hu<<nuss ' 

Stamp duties .... 

1,196 

802 

364 

273 

223 

79 

2,937 

LiceneoH and other taxes 

63 

1 100 

76 

37 

34 

22 

332 

Total, Group Ill . 

1,259 

902 

440 

310 

257 

101 

3,269 

Group IV. Mninly Vonsumptwn Taaet 





1 



7'axes 








Liquor..... 

341 

197 

46 

34 

60 

23 

701 

Motor vehicles 

2,260 

1,538 

471 

600 

341 

148 

5,418 

Enterlaiiiments 

106 

220 


89 

69 

30 

514 

Hat’iriK 

350 

349 

55 

277 

63 

37 

1,131 

Lot teries 


i •• ! 

50 



423’ 

473 

Suli-total, Taxes 

3,057 


622 

1060 

533 

661 1 

8,237 

Jifi'cnupfrn}n liusinrss Ihidfrtaknigs ^ I 

llnilw ays, tramw a’^ s and omnibuses 

7,105 

2,507 

1,512 1 

672^ 

1048 


12,844 

Harbours, rivers and liuhU 

841 

8 


550 

249 1 

. . 1 

1,648 

Water supplv, sewerage, irrigation 

and drainage 

246 

304 


697 

511 

1 

1,758 

Other . . . . 


785 1 


11 

128 1 

13 

937 

Sub - total, Business Uiiilei 
takings 

8,192 

1 

3,604 * 

1,512 

1930 

1 

1936 , 

1 

13 

17,187 

J/t«ceMoTipoii,s 








Interest . . , ' 

653 

2.255 

1,299 

914 

449 

351 

5,921 

Other ..... 

4,182 

972 

1.259 

518 

697 

190 

7,818 

Nub-total, Miscellaneous 

4,835 

3,227 

2,558 

1432 

1146 * 

541 

13,739 

Total, Group IV . . . 1 

16,084 

9,135 

4,092 

4422 1 

3615 I 

1215 

39,163 

Grants and other Commonwealth j»ay- 
ments . . . . .1 

1 

3,008 

1 

2,127 ^ 

1 

1,097 

1783®! 

1051 

841 

9,907 

Grand Total .... 

L 

35,825 

19,204 

11,622 ! 

9285 

7131 

3160 

06,225 

1 


! 

' 1 

1 

1 




‘ lui'Uuli'h tiixos on iin'oiue, >\hif h ooiiM not lu- scimat-tMl ont iroiu those on miliMilutil iiKoinu. 

* 'I'liM's on coiuimiix iinonu' an iiuiuiletl under Group 1 

® tni'luilos inooine tax on ItjtUries, £277,313 (8 8 per rent of Tasmuniuii re\emirs) 

‘ Net rrvnuie onh . In nvhuhvtlUK the total tor all Statea, tin los'ies of aoine lia\e not hern oHsit afiainst 
the piofltH of others, but pi\eii separatih in the exiMniditure tables (Nos j and 0). 

■ luLludea £120,1)00 (1 3 iHjr rent ot South Australian revenues), portion of Cominonuealth Special Grant 
paid direct to railways 

* Excludes £120,000 (1 3 i>er rent of South Australian rcxenues), portion of Commonwealth Special Grant 
paid direct to railwa 3 ' 8 . 

Source. — Finatice, 1927-28 to 1937-38, CommonwealUi Bureau of Census and Statistics, Bulletin No. 29. 
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Table 4 Al’STRALIA, STATE REVENUES, BY STATES, 1937-38 

(Percentage diatribiUion) 


i 

Npw 

South 

Wales 

1 

1 

1 L 

j 

a 

JS 

a 

2 

' A 

' 

W'eestern 

AiLStralia 

Tasmania 

Total 

1 Grout 1. Progressive Taxes : 

1 







Taxoq on income ^ . 

' 32-0 

25 9 

28-0 

' 21-5 

23-2 

23-5 

281 1 

Probate and hUcceHsioii duties 

i .vri 

63 

31 

2-6 

1 1 

34 

4-0 1 

Total, Group 1 ^ 

38-0 

32-2 

— 


' 241 

1- 

24-3 

26-9 

32-7 

Grout 11. Taxes on Rea} J^roperti/ 

Land Tax ..... 


21 

ao 

1 

1-3 

2-7 

14 

Non tax roveiiue from laudn 

5-2 

2-3 

133 

a:t 

5-3 

21 

5-2 

Total, Group II ... 

5-2 

44 

15-3 

r,., 

6 6 

4-8 

6-6 

Grout 111. 7Va'p.'» ori Hum ness . ^ 








Stamp duties ..... 

3-3 

4-2 

ai 

2 1) 

3 1 

2-5 

34 

Licences and other taxes 

0-2 

0-5 

0-7 

0-4 

0-5 

O'7 

04 

Total, Groijj) 111 

3 0 

4-7 

3-8 

3-3 

3-6 

3-2 

3'8 

Groui* IV. dfuiiib/ Consumption Taxes 








Tnxe s 








Liquor ..... 

1(1 

1-0 

0-4 

()>4 

0-8 

07 

ou 

Motor vehicles 

(\ 3 

80 

41 

71 

4-8 

4-7 

6-3 

Ent<>rlainiuents . . . . i 

0-3 

1 1- 


1 M) 

10 

0-9 

0-6 

Kacing . . . . . 1 

1 0 

1-8 

0 5 

I 34) 

0-9 

12 

U3 1 

Lotteries ..... 


• • 1 

0-4 



13-4» 

0-5 

Silli-total, Taxes 

8-0 

120 ' 

5 4 

1 11'5 

1 

7-5 

20-9 

9'6 

Revinueffom Business VndeUakuKjs 


1 


1 

1 1 

1 


1 

Hallways, lrainwa\s and omnibuses . | 

19'8 

13-1 1 

130 

7-3'■‘1 

14-7 ' 


14-9 

Harbours, 1 ivers and lights . . ^ 

Water .supply, sewerage, irrigation and | 

2-3 1 



1 

3-5 


1-9 

drainage . . . . . ' 

0-7 1 

1 6 ' 


7-5 

7-2 


2-0 

GHier . . . | 


4-1 1 

■ ■ 1 

_1 

01 

1-8 

0-5 

11 

Sub-total, Business Uiidei takings . | 

22-8 ' 

18-8 1 

1 

13-0 

20-8 

27'2 

0-5 

19-9 

Misrellamous ■ 

1 

1 






Interest ..... 

1-H 1 

11 7 

li-2 

!)-9 

6-3 

IM 

6-8 

Other ..... 

II 7 , 

_!li 

10-8 

5-5 1 

9-8 

8-0 

91 

Sub-total, MiHcellaneoiis . . | 

13-5 

16-8 

220 

15-4 

16 1 

171 

15-9 1 

Total, Group IV ... 

44-9 

47-6 1 

40-4 

47-6 

50-8 

38'5 

454 

Grants and other ('ommonwealth payments 

84 

1 

IM 

9-4 

19-2“ 

14 7 

26-6 

11 5 

Grand Total ..... 

100 0 1 

100 0 1 

100-0 

100-0 1 

100-0 

1000 

1000 


Fur rootiioLca aeo Table 3. 
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Table 10 AUSTRALIA, LOCAL GOVERNMENT EXPENDITURES, BY STATES, 1937-3S 

(Percentage distribution) 
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PT. Ill 


TftbU- II AI STKALIA, COMMONWEALTH AND STATE DEBT, 

30tii JUNE 1941 



1 

Maturing in — 



Australia, 

Loniluii, 

Ni'u York, 

1 Total, 


£(MM» (AuHtr ) 

iO(K) (Stg ) 

tOUU (SI HGO.")) 

tuoo * 

For (*on\ruoiiwe(t}ih 





(1) B ar 1939-41 ) : 

1 




Stock and boridh ^ . 

84,179 

5,775 


89,953 

Advance loan HubscriptioriH “ 

872 



872 

Citizenn’ National Eme^rgeiicy 





Loann “ . . . . 

5,390 

100 


5,490 

W^ir .snvirigH eertifieates and atanips “ 

, 17,4(10 



17,400 

riiblic Treasury bills (short-terin 

1 




debt) .... 

1,750 



1,750 

Indebtedness to United ICingdoni 





Co vein merit 


12,000 


12,000 

Sub-total, W^ar Debt (1939-41) 

' 109,()50 

17,875 


127,525 

(2) ITar/MM1914-19) : 





Stock and lionds “ . 

171,073 

11,020 


182,093 

Miscellaneous - . . . 

107 


. 

107 

Indebtedness to United Kingdom 





(loverniiKMit 


79,724 


79,724 

Sub total, War Debt (1914 19) 

171,240 

90,744 


201,984 

(3) IVorUv and vihif ybt/po.vc.s * 

1 




Stock and bonds . 

28,700 

01,004 

15,877 

100,307 

'rreasurv bills and debent ures (short - 





term debt) .... 


3,72(» 


3,720 

Internal Treusiirv bills ■' 

10,092 



10,092 

Sub total, \Vnrks and other Ibirposrs 

39,458 

05,384 

ir),H77 

120,719 

Total, ( 'ommonw ejilth I’urjioses 

320,348 

1 

174,003 

15,»77 I 

510,228 

On Accouni oj Statf"i 





Stock and bonds 

459,072 

200,381 

15,584 

081,037 

Treasury lulls and debentures (short¬ 

1 




term debt) .... 

45,423 

23,155 


08,578 

Balance of debts of States taken o\er 



1 


by Commonwealth and still repre¬ 



1 


sented by State securities 


154,505 

11,902 

106,407 

Total, on Account of States 

1 504,495 

384,041 

27,480 j 

910,022 

Chani) Total, Coiwvionwealth and 

( 




State Pitblio Debt 

824,843 

1 

558,044 

1 

43,363 1 

1,426,250 


* Totnl '* face ” or “ btxtk ” ^aluo of the ilobt A\itliout ailjustmi'iil on aciouiit of rplative furriMiry chaiig 
bIium* the loans \\er(‘ HoaU'd 

• Funded ulth the puhlie. * Funded debt. 

^'ourre. Fininiee, 1940-41, roiniuonwealtli Bureau of I'cnsus and StatLsties, Bulletin A’^o. 32. 
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Total “ face ” or " book ” >alue oi the debt without adjU'tm»*nt on aco>uiit oi rplati\c curreDc% change- since the loan- \%erf- rioated 
Source —rirmnce 19?7-36 Commonwealth Bvireau of CencUa and stati-tu- Bullpim Xo. 29. 
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Table 13 AUSTRALIA. LOCAL GOVERNMENT DEBT, BY STATES, 

1937-38 


1 

Debt of Local Authorities in — 

New South Wales ; 

Due to Central Government 
Due to banks (net overdraft) 
Due to public creditor 

Matiiriag m— 

AuBti alia 
£000 (Auatr.) 

3,987 

250 

27,159 

London 
£000 (Stg ) 

5,477 

M"ew A'nrk 

£000 ($1 aecr.) 

1913 

New 

Zealand 

£000 

Total 

£000 

3,987 

250 

34,549 

Total 

1 

31,396 

5,477 

1913 


38,786 

Victoria : 






Duo to Central Government 

664 




664 

1 Due to banks (net overdraft) 

324 




324 

^ Due to public creditor 

12,075 



31 

12,106 

Total 

13,063 



31 

13,094 

Queensland : 






Due to Central Government 

10,152 i 




10,152 

Due to banks (net overdraft) 

1 708 




708 

Due to public creditor 

1 9,200 

5,500 

3588 


18,288 

Total 

20,060 

5,500 

3588 


29,148 

South Australia : 






Due to Central (Jovernment 

304 




394 

Due to banks (net overdraft) 

45 




45 

1 Due (o public creditor 

846 




846 

Total 

1,285 




1,285 

i Western Australia : 






' Due to (Central Government 

43 




43 

1 Duo to banks (net overdraft) 

32 




32 

Due to public creditor 

2,589 

552 



3,141 

Total 

2,664 

552 

1 


3,216 1 

Tasmania : 






Due to C^entral Government 

362 




362 1 

Due to banks (net overdraft) 

1 

1 



43 , 

Due to public creditor 

1,658 

1,194 



2,852 1 

Total 

2,063 

1,194 



3,257 

All Sl4ifv{i : 






Due to Central Government 

15,602 




15,602 

Due to banks (net overdraft) 

1,402 


1 


1,402 

Due to public creditor 

53,527 

12,723 

5501 1 

si 

71,782 

Grand Total . 

70,631 

12,723 

5501 

31 

88,786 


_ 

_' 

_ _ _ 

__ 

___' 


yotf The “ TotAl” foluinn shOMs tlie total “face” or “book” Mine o[ the debt without adjustment on 
acrouiit of relative currency ehanRcs siiire the loans were floated. Met overdrafts represent aggregate net over- 
dralta of all funds. The credit balances of other authorities which do not carry overdrafts have not l^en deducted. 
Source .—i ifkincc, 1938-39y Commonwealth Bureau of Census and Statistics, Bulletin No. 30. 
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Table 14 AUSTRALIA, DEBT OF SEMI-GOVERNMENTAL 
AND OTHER PUBLIC AUTHORITIES, 1937-38 


Mahinng in 


Debt of Aiithorilii s iii 

Australia 

Liuidon 

New York 

Total ' 


iOlK) (A listr ) 

£000 (Stg ) 

£000 ($ 1 8605) 

tlHiO 

New South Wales : 



1 

Due to Central Goverament 

22,387 



22,387 

Due to banks (net overdraft) 

234 



234 

Due tn public ereditor 

42,880 

3,989 

1442 

48,317 

Total 

«5,5()7 

3,989 

1442 

70,938 

Victoria : 





Due to Central Government 

2,703 


2,703 

Due to banks (net overdraft) 

1 (>() 



166 

Due to public eredilor 

32,475 

6,069 


39,144 

Total 

35,344 

6,669 


42,013 

Queensland ; 





Due to C^entral Goveinment 

8.301 



8,301 

Duo to banks (net overdraft) 

1,271 



1,271 

Due to public creditoi 

2,005 



2,605 

Total 

12,177 



12,177 

South Australia 





Due to (^cntral (jOvcniniLiit 

7,071) 



7,079 

Due to banks (net overdraft) 

20 



20 

Due to public treditoi 

810 



810 

Total 

j 7,915 



7,915 

Western Australia : 





Due to Central Government 

299 



299 

Due to banks (net overdraft) | 

4 



4 

Due to public creditor 

104 



104 

Total 

407 



407 1 

Tasmania : ' 




1 

Due to Central (ioveniment 

371 



371 

Due to public creditor . ' 

487 



487 

Total 

858 



858 

All States 





Due to Central Government * 

41,140 1 



41,140 

Due to banks (net overdraft) 

1 1,701 



1,701 

Due to public creditor 

1 79,367 

10,658 

1442 

91,467 

Grand Total . 

122,208 ^ 

10,668 

1442 

134,308 




'1 



Nute —Tin* ” T(»tal ” tolmnii HhmvH tlie total " face ’’ or “ book ” valuf of the debt witliont adjuat- 
riieiit on at ( omit of rdative curreiiry Lhangea aliicc the louiia were lluatftj Net overdrafttt repreHtiil 
iiRKregate net tnerdraftii of all funds The trcdil balances of othir authorltiea winch do not tany 
ovtrdraffa luvt not been dPilucted. 

.Source — Finance, 1938-39, Commonwealth Bureau of CeuHUH and StatiaticH, Bulletin No. 3U. 
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I'ablr l« Al’STKALlA, LOCAL (iOVERNMENT AirrHOlUTlES, 

INTEREST PAYABLE, 1!»37 38 


IntelOht on lit'ht ot 
lyonil AuthorltitH m 

New South Wales ; 

To Central Government 

To banks (net overdraft) 

To piiblie eroditor 

Auhtrahu 
tOUO (AiiHlr ) 

134 

11 

117o 

IjLtndiiii 
£(KIU (Mg ) 

1 

284 

Paa able In 

Ni‘A\ ^ i.rk 
1000 (*4 s()i>r») 

105 

Niw 

Zealand 

ilMHl 

TultU 

AUlU) 

134 

11 

1564 

Total 

1320 

284 

105 

. 

1709 

Viet on a : 

To Central Government 

27 




27 

To banks (net overdraft) 

15 

.. 



15 

To public creditor 

538 

•• 


2 

540 

Total 

580 



2 

582 

Queensland : 






To (Vntrul (hivernment 

451 




451 

To banks (net overdraft) 

32 



, 

32 

public credit or 

304 

201 

180 


H74 

Total 

877 

201 

180 


1357 

South Australia : 






To Central Government 

20 




20 

To banks (net overdraft) 

2 




2 

To public ercditoi 

37 

• 

1 

1 

1 •• 

37 

Total 

50 



1 

1 

59 

Wi*sterii Austr,iha : 






To tVntral Government 

2 




2 

To banks (net overdraft) 

2 


■ ■ 


2 

To public cieditoi 

114 

24 



138 

Total 

IIS 

24 



142 

Ttismania : 






To Central Government 

15 




15 

To banks (net overdraft) 

2 

1 



2 

To public creditor 

70 

57 


•• 

1 

127 

Total 

87 

57 



144 

AU States : 






To Central Government 

649 




649 

To banks (net overdraft) 

64 




64 

To public creditor 

2328 

656 

294 

2 

3280 

Grand Total . 

3041 

656 

294 

2 

3993 

— - _ _ 




1 

_ 


Note —The “ Total ” column ahoAva the nomlual amount of inl<eruHt pa\able, taking no account of exchange, 
let overdrafts represent aggregate net overdrafts of all funds. The lnt<*rcst on the credit balam^a of other 
iithorities which do not carry overdrafts has not been deducted. 

Sourre —Finance, Commonwealth Bureau of Census and Htiitisfies, Bulletin No. 30. 
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Table 17 AUSTRALIA, SEMI-GOVERNMENTAL AND OTHER 
I’UBLIO AUTHORITIES. INTEREST PAYABLE. 1937-38 




Payable in— 


Interest on Debt of Authorities in— 

- - —~— 





Australia 

Loudon 

New York 

Total 


£000 (Austi.) 

£000 (Stg.) 

£000 (J4 8665) 

£000 " 

New South Wales : 





To Central Government 

783 



783 

To banks (net overdraft) 

11 



11 

To public creditor 

1524 

100 

79 

1763 

Total 

2318 

160 

79 

2557 

Victoria : 





To Central Government 

107 



107 

To bankH (net overdraft) 

7 



7 

To public creditor 

1448 

311 


1759 

Total 

1502 

311 


1873 

Queensland ; 





To Central Government 

341 



341 

To banks (net overdraft) 

23 



23 

To public creditor 

103 



103 

Total . 

407 



467 

South Australia ; 





To Central Government 

280 



280 

To banks (net overdnUt) 

1 



1 1 

public creditor . . | 

35 



35 1 

Total 

31() 



310 

Western Australia : 




1 

'to (Vntral Government 

13 

1 

* ■ 1 


13 ' 

To banks (net overdraft) 

2 



2 

To public creditor 

4 



4 

Total 

17 



17 

Tasmania ; 




1 

To (Vniral Government 

10 



16 1 

To public creditor 

1 

20 



20 1 

Total 

30 



36 

, All Slater : 





To Central Government 

1540 



1540 , 

1 To banks (net overdraft) 

42 



42 1 

1 To public creditor 

3134 

471 

79 

3684 t 

Grand Total , 

4716 

471 

79 

5266 1 







' Noiiiiiiul iiiterpst pay able, taking no account of exchange. * Less than £500. 

Note Not mi-rtlralts represent aggregate net overdrafts of all funds. The interest on the credit 
baUnees of utlier authorities whieli do not carry overdrafts has not been deducted. 

Nourrr -i<’iri«ncr, l!)38-39, Commonwealth Bureau of Census and Statistics, Bulletin No. 30. 



PT, III 


LIST OF AUSTRALIAN TABLES 


323 


Table 18 PAYMENTS BY THE COMMONWEALTH TO OH FOR 
THE STATES, SUMMARY, 193a-31 to 1941-42 ^ 


(£ thousands) 










Year and Item 

New 

South 

Wales 

Victoria 

j Queens¬ 
land 

South 

Australia 

W estisru 
Australia 

Tasmania 

Tnlal 

19JO-31 

From Revenue 

From Loan Fund . 

4111)0 

3080 

1820 

2400 

1331) 

095 

. 

13,081 

1 Total . 

4200 

' 3080 

1820 

2400 

1330 

095 

13,081 

From Revenue 

From Loan Fund . 

3‘)(»S 

1U7:> 

1 

•2757 

1 785 

1070 

05 

2202 

833 

1314 

000 

041) 

12,020 

3,450 

Total . 

W)4*J 

3542 

1744 

3005 

2004 

048 

10.070 

J9J2-J3. 

From Re^(“line 

From Loan Fund 

tOlj 

11(0} 

3254 

218 

1708 

275 

2805 

210 

2018 

172 

751 

22 

15,241 
i ,281) 

Total . 

4D81 

I 3i'>2 

2043 

3021 

2220 

773 

10,530 

1DJ3-J4 

Trom Itevenue 

J rom Loan Fund 

j02:) 

2J 

3 470 

i r*'’ 

1800 

20 

3215 

0 

2288 

911 

1) 

10,805 

300 

Total 

0048 

3700 

1805 

3254 

2288 

1)20 

17,105 

Irom |{(“\onuo 

IToin Loan Fund 

20 

4411 

2205 

70 

3010 

31 

2703 

85 

1029 

40 

20,002 

173 

Total 

0272 

1 4034 

2)05 

3011 

2848 

1075 

21,13.1 

From Revenue 

From Loan Fund 

.207 

37 V 0 
230 

2087 

140 

3500 

81 

2520 

340 

lOlB 

70 

18,123 

1,097 

Total 

1 

4000 

2227 

3uH7 

2875 

1088 

19,220 

19 36-.37 : 

From Re veil 11(5 

From Loan Fund 

1 “ 

1 4808 

(.20 

1 34 40 

572 

2112 
•) . 

2047 

270 

1032 

320 

1192 

40 

10.431 

1,9 JK 

Total . 

5134 

1 4012 

2207 

.1220 

2252 

12 58 

18,309 

1937 ,3fi 

From Revenue 

From Loan Fund 

40'lO 
840 

3103 1 

840 

1 231 4 

170 

28 .7 

2H0 

2132 

300 

11 09 

70 

JO 891 
2,500 

Total . 

5700 

4303 

2484 

3137 

24 )2 

1239 

19,391 

1938-39 

From Revenue 

Irom Loan Kuiid | 

1 

5jU 

405 

; 3700 

550 

2 J')0 

300 

3080 

500 

2520 

300 

1021 

85 

18,200 

2,000 

Total 

5')08 

* 4251) 

2000 

3 580 

2820 

1100 

20,200 1 

1939 40 

From Revenue 

From Loan Fund 

5842 

210 

3724 

210 1 

2300 I 
100 1 

1010 

100 

2021 

100 

J007 

30 

18,000 

750 

Total 

0052 

3934 I 

240(1 1 

511(5 

2721 

1127 

19,440 

1940^1 ■ 

From Revenue 

From Loan Fund . 

5481 

723 

3728 

305 1 

“ “ 1 

21 15 

115 

i 

3023 1 

215 1 

2047 

315 

1237 

18,201 

1,770 

Total , 

6200 

4123 1 

2200 

3238 

2002 

1242 

20,031 

1941-42 » 

From Revenue 

From Loan Fund . 

4810 

185 

3638 

30H 

1921 

140 

21)18 

UK) 

2372 

277 

17 45 

17,410 

1,1(K) 

Total . 

5001 

3040 I 

2001 

3108 1 

2041) 

1745 

18,510 


* The figures inrlude all payments by the Commonwealth Ut or for the nut h as thOFW* nmlcr 

the Financial Agresement, the Federal Aid Koads Agreement, KjK*eial grant*!, bounties and aasintance 
to primary Industries. 

” Less than £100. * Budget estimates. 

Soteces .—Commonwealth Grants Commisaion Reports and Commonwealth Budget Papers. 
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Table 20 


1010-11 

1011-12 

1012- 13 

1013- 14 

1014- 13 

1015- 16 

1016- 17 

1017- 18 

1018- 10 

1019-20 
1920-21 
1021-22 

1022- 23 

1023- 24 
1924-25 

1025- 26 

1026- 27 

1027- 28 

1028- 20 
1920-30 
103(Kn 

1031- 32 

1032- 33 

1033- 34 

1034- 35 

1035- 36 

1036- 37 

1037- 38 

1038- 30 
1939-40 
1040-41 
1041^2 
1942 43 

‘ J'aiil 


AUSTRALIA, SPECIAL GRANTS PAID RY THE 
COMMONWEALTH TO THE STATES, 1010 11 to 1042-43 
(£ thouaaiula) 


Year j South Austiulia 



360 

1170 

1000 

1000 

1150 

1400 

1500 

1330 

1200 

1040 

995 

1000 

1150 

550 


\^ t'stoni 1 

AuhtraUu I 

_1 

Til'll iiaiil.i 

1 oUl 

250 


250 

240 

1 

240 

230 

05 

325 

220 

90 

310 

210 

90 

300 

200 

00 

290 

190 

00 

280 

180 1 

00 

270 

170 ■ 

00 

260 

160 

00 

250 

150 

00 ' 

240 

140 

85 

225 

130 

85 

215 

120 

85 

205 

110 

146 

256 

450 

68 

518 

3(X) 

378 

078 

300 

378 

678 

300 

220 

520 

300 

250 

910 

300 

250 

1720 

300 

250 

1550 

500 

330 

1830 

(»00 

380 

2130 

600 

400 

2400 

800 

450 

2750 

500 

600 

2430 

575 

575 

2350 

570 

410 

2020 

595 

430 

2020 

650 

400 

2050 

630 

520 

2300 

800 

575 

1925 


III iK I'orilkiu r with the rccoiumendutloDH ol the CoinuionwealLli (iraiitji Cuiiiiiih‘iloii. 
■ liei runnieiidation‘) of Uir Comnionwealth nrauta CuinriilHulon. 

Sourve ('i»nimonwc!Utli tJrants f'ommiHaioii, Nliilli Iteport fl942). 








LIST OF SOUTH AFRICAN TABLES 


TABLE TAHE 

1. RovunuOS and Expenditures of tho Union and Provinces . . 327 

2. Distribution of Ordinary Revenues under Main Groups . . 327 

3. Revenues from Taxation ....... 320 

4. Revenues from Taxation per Head of European Population 328 

5. Details of Revenues of the Union Government, 1937-38 . . 329 

6. Mining Revenue in South Africa, 1937-38 330 

7. Railways, Revenue and Expenditure, 1937-38 . 330 

8. llarl)ours, Revenue and Expenditure, 1937-38 . . 330 

9. Union Expenditures, 1937-38 and 1940-41 . 331 

10. Total Revenues of Provinces ...... 331 

11. Revenue System of the Provinces, 1937-38 .... 332 

12. Details of Ordinary Provincial Revenues, 1937-38 . . 333 

13. Ordinary Expenditures of the Provinces .... 334 

11. Average Expenditure of the Provinces ])er Head of Mean Populaiion 334 
15. Ordinary Expenditures, Provinces, 1937 38 and 1939-40 . . 335 

10, Details of Revenues of Munici})alities, 1937 38 . . . 336 

17. Details of Expenditures of Municipalities, 1937-38 . . . 337 

18. Growth of Education ....... 338 

19. Gross and Net Public Debt on 31st March, from 1912 to 1940 . 339 

20. External and Internal Debt, 1912-40 ..... 340 

21. Capital P^xpimditures of Provinces, 1913-14 to 1938 39, and Pro¬ 

vincial Loan Indebtedness ...... 340 

22. Loan Iiulebtedness, Sinking Phmds and Rateal)le Valuation of 

Pro])erty of Munieijialities, 1937 ..... 340 


320 






LIST OF SOUTH AFRICAN TABLES 


m 

w 

o 

HH 

> 

o 

p:; 

Q 

Ya 

o 

I—I 

S 

H 

til 

H 

O 

m 

W 

P^ 

U 

H 

P 

Y 
H 

Y 
W 


M 

w 


w 

p5 

3 


§p£ 

DE 5 

? S 

|g^w 

^op4 


CD i-H CO ^ 
W (N OS VO 

5*1 QD (N CQ 
O: OS ^ 

OS ® 
c*f lO CD »0 


(N OO —^ O 
(N tZ) (M CO 
® CD Oi^ Os^ 
. rjT CD (N 
^ CM CO M CO 
T*< o lO 

2 S S S 


CD (N I- OS _- 

cn f-h lO QO 1 ^ 

pH W 

J rf CO f'*' os' -) 

” (N QD lO CO , 

CO OO in V 

PQ O rH CS 2 


CD CO ^ 

00 1^ CD 

CO o co^ os^ 
j o" d itf 
^ O 00 os 


o ^ t'* 

pf I- I- 

” '^l 

. ifo OO r- (?i 
^ os 00 <0 CO 
ac CD I- lO 


w 

S 


-rt os CD CD CO 
QO ere ^ 
(M 

^ ID irf 00 


S O CO CD 
lO '*t CM 
p—I CO i> 

J CO’' i-n" o' ‘o" 

'SS2S 


Tf OS D1 OS 
CO C*2 

I ' ' 

CD 00 ^ DO 
pH (M CD CD 
OS Os OS CS 


Ph 

PJ 

O 

P 

o 


p 

w 

I-* 

m 

W 

P 

w 

'y^ 

w 

pH 

Pi 

^ I 

p ^ 
p - 
o c+l 

c 

o 

H 

t-J 

w 

I—I 

Pi 

H 


-11 

o 

t-H 

P 

Ph 

-i1 

W 

r: 

o 

m 


F-< 00 O 

os Q (M 

ID 


ID CD OS 


pH rf I- 


H Si 


OS ^ OD 
OO ID CD 

r| os fh 


fh O -f 

S I' 05 
ID Os 
D1 


(M CM © 
ID CD OS 
ID CO 00 


CD OO pH 
pH DI CD 

Os © © 


327 


1938-39 32,707 0669 1466 3342 
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1928-29 12 8 10 1 18 b 3 U 11 

1931 32 10 6 6 1 19 0 3 12 5 

1938-39 15 14 4 319 473 
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Tabloj SOUTH AJ™(\A, DI^TAILS OK IIKVENUES OK THI'] 
UISION OOVERNMKNT, 1937-38 ' 


ClKStoniH. 

10,077,013 

Excise ....... 

2,911,558 

State milling revenue ..... 

582,407 

Eicenees ...... 

101,114 

Stamp duties and f(‘es .... 

1,305,011 

Jrieorae tax . 

1(5,280,332 

Surtax on intere.st ..... 

42 

tistfito and suecesRion vluli(‘H .... 

1,037,547 

Native taxes ...... 

507,409 

I'asH fees ...... 

02,123 

(^uintrent and farm taxes 

15,393 

Forest revenue ...... 

141,930 

Uruits of (Jovernment property 

177,409 

interest ....... 

2.458,844 

Departmental receipts .... 

788,074 

Fines and forfeitures ..... 

328,078 

Miscellaneous ...... 

539,237 

I’oatal ....... 

2,400,781 

Tcle^ra])li and telephom* .... 

3,133,473 

Total ...... 

43,010,741 

* liicluiliiiK Kro.'iS ri“\i*mu'4 frimi iiublic utilit'ieB. 
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Table 6 SOUTH AFRICA, MINING REVENUE, 1937-38 



£ tliouBands | 

1 Gold minefl .... 

13,692 

Diamond .... 

441 1 

Coal ..... 

106 I 

Other ..... 

441 ' 

Total .... 

14,680 

From taxation . 

9,845 

Other ..... 

4,736 

Credited to Revenue Account 

10,190 

To Loan Account 

4,390 

7 SOUTH AFRICA, RAILWAYS, 

REVENUE AND 

EXPENDITURE, 1937-38 


i tllOllHiUUlS 

Revenue : 


Gross traffic receipts 

33,389 

Miscellaneous 

. 1 1,650 

Totnl .... 

35,045 

Expenditure , 


Gross working expenditure 

23,219 

Intercvst .... 

4,924 

Miscellaneous expenditure . 

1,320 

Total .... 

29,463 

Surplus ..... 

5,582 

> 8 SOUTH AFRICA, HARBOURS, 

REVENUE AND 

EXPENDITURE, 1937-38 

1 

£ thiiUHands 

Revenue ..... 

2111 1 

Expenditure : 

1 

Gross working expenditure 

826 

Interest .... 

566 

Totnl .... 

1392 

1 

Surplus ..... 

719 i 
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Table 9 SOUTH AFRICA, UNION EXPENDITURRS, 

1937-38 AND I94(M1 > 


1 

1 

11137-38 i 

194U~4l 

General Government .... 

*: 

1,371,680 

£ 

1,536,840 

Law, order and protection . . 

6,284,430 

17,140,810 

Higher education, science, etc. . | 

1,165,(149 

1,355,198 

Labour and socual welfare . 

1,273,234 

2,096,3(K) 

Public health... . . 

1,312,844 

1,804,300 

Commerce and industriea 

280,206 

330,380 

Mining.... 

618,180 

766,800 

Native atfaira. ..... 

528,251 

764,866 

I.<and and agriculture 

2,294,456 

2,741,509 

Aaaistance to farmers .... 

1,609,619 

2,222,900 

Public works . . ... 

1,313,337 

1,696,933 

Posts and telegraphs 

3,986,214 

4,398.830 

Pensions 

4,742,968 

5,314,975 

Public debt ... 

5,348,434 

5,889,975 

Government printing works 

1 351,144 

410,413 

MiscellaneouH. . ... 

149,898 

76,100 

Total , 

32,828,944 

48,546,129 

Provincial Subsidies, ele.^ . 

1 

0,654,761 

7,193,263 

1 Grand Totaj. ..... 

39,283,705 

r)r>,739,382 





' IiilIikIihk KTush ('xpLiuIlturo on puMlo iilllUios 

* Iiii'luiii's a Rfant of H4(),(iOO ix r uimiiin in riHput of iiafi\o (Mliiriitloii, to the Houth African 
Native Tnisl 


Table 10 SOUTH AFRICA. TOTAL RKVKNUES OF I'ROVINCES 



(1) Subsidies oj Union (lovernmeni to Provinces 


Year 

Caiie ol 
fi 1)0(1 Hope 

Natal 

Transvaal 

OrariKc 

I'riM .Statu 

Total 

1911-12 

1085 

431 

1367 

419 

3302 

1926-27 

2054 

480 

1901 

730 

5171 

1931-32 

2220 

520 

1947 

738 

5425 

1937-38 

2634 

670 

2081 

934 

6319 

1938-39 

2699 

691 

2157 

942 

6489 


(2) Revenue Collections of each Province 


Vear i 

Cape of 
GooJ Hope 

Natal 

Transvaal 

OrariRe 

Fn-f .State 

1 Total 

1911-12 

1926-27 

1580 

616 

1843 

419 

4458 

1931-32 

1850 

769 

1956 

441 

5016 

1937-38 

2702 

1002 

3906 

623 

8233 

1938-39 

3037 

1049 

3770 

601 

8457 
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\ S ^*1 O 

JUWAbHPJJ 


V O 
&ph 




GrA'?!? Total . . ' 6578 lOlb 6671 i 18(2 17 187 100 100 100 100 100 18 21 10 70 7 8 ') ,9 31 
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I'aMp 12 SOUTH AFRK^\, DETAILS OF ORDINARY DROVINUJAL 

REA ENUES, 1037-38 



t'aia- of 
liiooil }10|K' 

Nnlal 

'rraii^vtiai 

Orange 
Free State 

All 1 

Trovliiees | 


. 

i 

£ 

1 

£ 


AlU'tiun siileH tiw 

. 


43,095 

15,710 

58,805 1 

UoiTiy)aiiie8 tax 

103,720 

01,013 

515,105 

18,502 

749,006 

Dopartmental reeei})tH 

14(L7(it) 

105,080 

151,864 

48,,’)!K) 

452,300 

Efliiration recpij)tH 

32L0(»4 

72,839 

13,060 

22..')68 

429,537 

Ent/ertainmenta tax . 

]4o,oll 

00,999 

117,507 

10,272 

340,289 

Finos and furfoituros . 

10,224 

3,057 

10,312 

2,293 

20,480 

liioenora ; 






Dofl, fish and ;j;am(' 

4,062 

25,580 

18,907 

10,890 

00,039 

J Ill porters 

!)8,!)50 




98,950 

Liquor 

80,80') 

21,313 

01,275 

9,352 

178,809 

Motor vohiol(‘s 

MM7I 

255,598 

829,314 

203,447 

2,130,830 

Trades and jirufossions 

l!HI,()78 

T.i.'.nH 

219,012 

32,282 

510,350 

Native pass foes 



004,007 


004,007 

Personal and ineomo ta.\ 

307,720 

131,002 

025,704 

115,545 

1,180,091 

Provincial property tax 

1 13,947 




13,947 

Racing taxation 

60,171 

87,299 

245,338 

2,451 

400,259 

Transfer duty « 

301,508 

98,024 

451,103 

71,573 

922,268 

Trankakeian roads t ix 

7,025 




7,025 

VVlieel tax 


5,200 


40,408 

51,614 

T'otal Colleclions 

2,701,752 

i 1,002,254 

3,905,729 

022,883 

8,232,018 

Union Oovernnient sidisidies 
(Jrant : 

2,034,403 

009,920 

1 

2,081,149 

9.13.61» 

0,319,157 

1 

S.A. Native Trust . . ' 

427,000 

157,740 

170,407 

01,300 

810,507 , 

National Road Fund 

814,703 

241,557 

508,059 

243,827 

1,808,800 

Other .... 


4,585 

5,844 


10,429 

'J'oTAL Revknuk 

0,577,978 j 

1 2,070,002 

0,071,848 

1.801,029 

17,187,517 

_ _ __ ^ . 


1 " 1 



1 
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Table 13 SOUTH AFRICA, ORDINARY EXPENDITURES 
OF THE PROVINCES 


(£ thousands) 


Penoil 

(^ape nl 
Gotxl Hope 

Natal 1 

1 

Tranav aal 

Oraiipe 

Preo State 

Total 

1911-12 

931 

376 

1200 

377 

2,884 

1926-27 

3910 

1090 

3641 

1207 

9,948 

1931-32 

4751 

1409 

3974 

1423 

11,557 

1938-39 

7887 

2474 

6673 

2005 

19,039 


Table 14 SOUTH AFRICA, AVERAGE EXPENDITURE 

OF THE PROVINCES PER HEAD OF MEAN POPULATION 


period 


CaiH' of 

Gooil Huim' 


I 

I Natal 

I 


a 

o 


c 

g 

a 

o 


9 


a 



o 

5 

w 


Transvaal 


Oran pi 

PriH’ Stato 


5 D. 

O o 


a 

a 


K 







K 

w 


Total 



lUI i-12 
27 

1031 32 
lO'lB M'l 


» d 
7 3 

20 Ti 
28 10 
43 5 


£ a (1 
1 11 II 
T) 10 H 
(5 0 0 

on H 


S ll 

(i 3 
nil 
r. in 
24 0 


£ a ll 
3 10 2 

0 17 2 

7 18 9 

12 11 8 


s (1 
14 2 

12 4 
27 Tj 
17 0 


£ H ll. 
2 10 ') 
0 2 10 
5 14 1 

7 12 0 


B (I £ s ll 
14 2 2 3 0 

34 8 T) 18 11 

38 0 0 18 0 

50 0 0 18 8 


B ll 
0 7 

20 r» 

2(5 15 

38 2 


£ H ll 
2 5 1 

j 18 7 

0 0 4 

0 2 11 
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Table 15 SOUTH AFRICA, ORDINARY EXPENDITURES, 
PROVINCES, 1937-38 and 1039-40 


1937 - 


Adminiatration ..... 

£ 

468,276 

Education ....... 

9,610,821 

Hoapitala and chan table iiit^tituliuaH .... 

1,515,676 

Roada, bndgcH and loral works ..... 

4,384,857 

Miacellaneoiis nervii es....... 

929,733 

Interest and redemption ehar^oH ..... 

672,642 

' Total ........ 

17,671,804 


1939-10 



(Jape of 
(lood Uopt* 

Natal 

Transvaal 

Uranne 
Kreo State 

All 

Pruvinwa 


h 

£ 

£ 

£ 

£ 

General administration 

193,874 

77,230 

210,700 

53,116 

634,920 

i Education 

1 Hospitals and charitable 

4,322,374 

1,068,943 

3,972,748 

1,031,234 

10,395,299 

institutions . 

Roads, bridges and local 

525,598 

401,858 

728,505 

165,765 

1,821,726 

works . . i 

2,509,319 

767,922 

2,035,070 

686,694 

6,999,005 , 

Miscellaneous . 

55,136 

27,979 

7,230 

19,724 

110,069 

1 Interest and redemption 

325,624 

136,907 

303,572 I 

90,940 

856,943 1 

1 

1 Total . 

7,931,926 j 

2,480,839 

7,267,826 

2,047,373 

19,717,962 1 
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Table l(i HOVTH AFRICA, DETAILS OF REVENUES 01'^ 

MUNICIPALITIES, 1937-38 



CaiM? of 
(jiood HoiMi 


Trail SN aal 

UrdiiRt 

tree bLatc 

tJimai 


£ 

£ 

t 

£ 

£ 

RateH .... 

2,170,5()7 

619,605 

1,705,210 

232,401 

4,727,783 

Sanitary feeH 

192,300 

68,5061 

1,037,383 

73,581 

1,371,770 

Water .... 

867,849 

336,392 

955,309 

171,516 

2,331,066 

Licences 

55,489 

109,626 

403,205 

16,853 

585,173 

Abattoirs 

88,572 

41,499 

171,969 

15,584 

317,624 

Building plans, fees 

7,230 

6,996 

46,846 

1,781 

62,853 

Cemeteries 

8,577 

7,686 

36,241 

2,279 

54,783 

Estate (inel. Town Hall) 

294,318 

140,019 

100,343 

62,870 

597,550 

Fines .... 

18,915 

20,199 

70,127 

904 

110,145 

Fire brigades and ninlmliinres 

13,210 

6,778 

16,805 

2,734 

39,627 

Locations 

138,354 

136,540 

281,711 

77,360 

633,965 

Markets.... 

71,212 

73,765 

77,548 

16,968 

239,493 

Pounds .... 

3,384 

342 i 

1 5,468 

2,788 

11,982 

Forestry 

Parks, gardens, recreation 

3,517 

12,601 

1 

8,934 

1,000 

26,052 

grounds, swimming baths, 
bathing and wash-houses . 

1 56,375 

j 37,195 ' 

48,307 

10,039 

147,416 

Interest on investments 

80,115 

' 7,097 

62,851 

1 22,066 

172,129 

Electricity supply 

1,967,459 

831,.370 

1,941,566 

254,150 

4,994,545 

Gas supply 

2,584 


153,747 


156,331 

Tramways and bus sei vices . 

1 37,185 

300,178 

1,087,889 

20,357 

1,445,609 

Native beer 

1 2,119 

70,939 

25,915 


98,973 

Uthe^r revenue . 

610,984 

1 175,293 

1 . ... 

141,937 

53,547 

1 

981,761 

Total 

6,690,315 

3,002,626 

8,374,811 

j 1,038,778 

19,106,530 


' Ineliuling rnlilic* UcalMi 
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Table 17 MUUTH AFRICA, DETAILS OF EXPENDITURES OF 

MUNICIPALITIES, 1937-38 



Cape of 
Ooun Hujm* 

' atail 

1 

Truusvaal 

Orange 
Fre« State 

Union 


£ 

1 £ 

£ 

£ 

£ 

Administration 

277,384 

1 85,675 

266,604 

62,100 

681.823 

Sanitary 

387,(>r)7 

1 191,007 

713,548 

fk),457 

1,367,669 

Public health . 

280,805 


205,761 

23,376 

616,942 

Streets and bridj^e'* 

311,663 

154.204 

481 701 

59,673 

1,007,141 

Street lighting; . 

98,392 

13,697 

170,742 

14,313 

297,144 

Water supply - 

304,391 

97,697 

525,213 

81,668 

1,008,809 

Electricity fluppl> 

1,437,937 

586,(M>0 

1.090,976 

121,908 

3,236,880 

Gas supply 

4,500 


101.452 


106,952 

Tramways and bus Hcrvic e . 

31,419 

279,563 

1,056,711 

21,069 

1,388,762 

Abattoirs 

60,147 

27,415 

130,555 

13,915 

232,032 

Cemeteries 

16,275 

9,878 

51,129 

2,319 

79,601 

Estate . 

93,677 

23,203 

42,324 

24,822 

184,020 

Fire brigade's and ambularircws 

70,103 

32,034 

100,235 

6,058 

208,430 

Locations 

111,124 

75,145 

225,259 

66,286 

477,813 

Markets 

50,835 

56,814 

07,027 

14,982 

189,668 

Pounds .... 

5,427 

219 

7,969 

2,016 

16,631 

Forestry 

Town halls, parka, gardens, 

11,318 

14,719 

10,629 

1,797 

38,463 

recreation grounds, swim¬ 
ming baths, bathing luul 
wash-houses 

173,756 

140,676 

272,177 

37,650 

624,258 

Mayoral allowanci^ 

8,301 

3,350 

17,457 

4,525 

33,633 

Public entertainments 

Grants to hospitals and other 

10,666 

5,400 

6,871 

3,013 

27,850 

institutions . 

136,709 

40,218 

195,471 

15,056 

387,463 

Elections 

1,476 

129 

15,337 

672 

17,614 

Valuation 

5,981 

8,760 

14,911 

1,524 

31,176 

L(‘gal and audit 

19,059 

7,075 

28,965 

6,167 

61,266 

Insurance 

17,763 

4,429 

52,939 

3,884 

79,016 

Pensions and gratuities 

107,674 

34,383 

79,163 

4,985 

226,205 

Traffic control . 

38,463 

25,559 

102,160 

1,417 

167,699 

Licensing 

Police .... 
Loan charges : 

16,219 


65,816 


82,036 

Interest 

1,240,271 

692,661 

956,622 

147,376 

2,936,930 

Redemption . 

603,636 

1 134,191 

408,086 

98,072 

1,243,985 

Other 

300 

1 4,015 

255 

2,463 

7,033 

Maintenance and depreciation 

53,259 

35,108 

142,794 

10,147 

241,308 

Native beer 

2,502 

21,321 

18,073 


41,896 

Other expenditure 

1 421,648 

119,175 

171,466 

29,034 

741,312 

Total . . . 1 

6,416,636 

2,823,780 

7,788.446 

947,442 

17,976,304 


Z 
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Table 20 SOUTH AFRICA, EXTERNAL AND INTERNAL 

DEBT, 1912-40 
(£ millions) 


iJAtli 

Kxtiirnal Debt 

Internal Debt 

Total Debt 

Anioiijit 

Per ( ent uf 
Total Debt 

Amount 

Per Cent of 
Total Debt 

1912 

103 

88-10 

14 

11-90 

117 

1927 

148 

63-85 

84 

36-15 

232 

1932 

160 

60-60 

104 

39-50 

264 

1939 

101 

36-26 

178 

63-74 

279 

1940 

106 

36-41 

185 

63-59 

291 


Table 21 

SOUTH AFRICA, CAPITAL EXPENJ)1TLRES OK PROVINCES, 
1913-14 TO 1938-39, AND PROVINCIAL LOAN INDEBTEDNESS 

(£ thouHHiids) 



j (ape of 
(ioo(i llitpe 

\alal 

Transvaal 

OraiiRi 
Free Stati 

Total 

Capital expenditure 

7261 

4010 

0146 

4146 

25,463 

' Total loan indebtedness . 

o5!»r) 

2413 

4844 

1468 

14,320 


Table 22 

SOUTH AFRICA, LOAN INDEBl’EDNESS, SINlvINC FUNDS AND 
RATEABLE VALUATION OF PROPERTY OF MUNICIPALITIES, 1937 

(£ thousands) 


Cape of Good Hope 
Natal 
Transvaal 
Orange Free State . 


Indebfeilneaa 

Sinking Fiimis 

Rateable Valua¬ 
tion on Projierty 

31,621 i 

6,640 

125.940 

15,787 

I 3,467 

52,228 

23,227 

3,993 

185,434 

3,276 

766 

17,602 

73,911 

14,865 

381,204 


Total 
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Table 1 INDIA, THE REVENUE SYSTEM, CENTRAL GOVERNMENT ^ 

(Rh. millinns) 



1939-40 

1940-41 

1941-42 

1942 43 

Groups I and III. Taxes on Personal 





Income and on Business : ® i 

Taxes on income other than Corporation 1 





Tax ..... 

142 

176 

247 

336 

Corporation Tax .... 

24 

41 

113 

220 

Total, Groups I and III . 

166 

217 

360 

556 

Group II. Taxes on Ileal Property ■ 





Land revenue .... 

2 

2 

2 

2 

ForestH ..... 

1 

2 

2 

2 

Total, Group TI . 

3 

4 

4 

4 

Group IV. Chief ij (^onsimiption Ta^es 





Cuatoras ..... 

459 

373 

360 

354 

Excise ■ Ontnil 

65 

95 

123 

126 

Provincial 

3 

3 

3 

3 

Sub-total, Excise . 

1 

■ 

68 

98 

126 

129 

Other, Similar Titxe'^ ami Licences 





Salt 

109 

76 

91 

90 

Opium ... 

4 

5 1 

7 

1 8 

Stamps 

4 1 

4 , 

4 

1 4 

MiscellaneouH 

’ ' 

1 1 

1 

1 

1 

Sub - total. Other Taxes and 

Licences . . . . ' 

1 

118 

86 

103 

103 

llevenuf from Public Utilities ' ' ' 

1 Railways (net) . 

341 

478 

555 

570 

1 Post and telegraphs (net) 

i« 

19 

39 

49 

Civil works (roads and bridges) 


4 

3 

4 

Sub total, Revenue from Public : I i 

Utilities . 

360 

501 

597 

023 

Defence Receipts - . * 

7 

12 

13 

20 

Miscellaneous 

71 

154 

110 

120 

Total, Group IV . 

1083 

1224 

1309 

1349 

Contributions from States 

6 

6 

6 

6 

Grand Total 

1258 

1451 

1679 

1915 

1 






' 1U39-4U and 1040-41, actual ttgure^ ; 1041-42, revised estimate ; 1042-43, Budget estimate. 

* Excess proBl^ tax is counted partly under corporation tax, parti) under Income tax. E.P.T. 
receipts were Rs 20 millions in 1040-41, Ks. 80 millions In 1041-42 (both figures revised estimates) 
and are estimated at Ks. 200 millions in the Budget for 1942-43. 
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Table 2 INDIA, PUBLIC EXPENDITURES FROM REVENUES, 
CENTRAL GOVERNMENT * 

(Rs. milliunH) 


j 


11)40-41 

11)4 1-42 

1042-43 1 

, 1. Primary Functions : 




j 

1 Civil administration, legislnlion and 





' justice ..... 

129 

140 

157 

103 

1 Pensions ..... 

28 

21 

21 

21 

* Debt services .... 

120 

128 

IK) 

107 

1 Defence ..... 

503 

748 

1038 

. 

1350 

' Total, Primary Functions . 

780 

1037 

13()(i 

1041 

2. Svrondiiry Fnneiu^nfi : 





1 (1) Sovidl Services : 





' Education 

9 

10 

10 

10 

Public health .... 

3 

5 

4 

4 

Sub-total, Social Services 

12 

15 

14 

14 

(2) DeveJopmeninl: 





Railways 

297 

350 

303 

369 

1 Aviation ..... 

4 

8 

10 

12 

Posts and telegraphs 

7 

7 

7 

7 

Broadcasting .... 

3 

3 

5 

t; 

i Civil works .... 

27 

30 

39 

33 

Agriculture and irrigation 

0 

0 

10 

28 

I Indnslries .... 

1 

1 

1 

2 

2 

j Sub-total, Developmental 

345 

411 

430 

457 

j (,T) MiscelUmeous . . . . 

90 

23 

00 

125 

Total, Secondary FiinctionR 

447 

449 

510 

5!)« 

Contributions to Provinces and mis¬ 





cellaneous adjustments 

31 

31 

30 

28 

Grakd Total . . . | 

1258 

1517 

1852 

2265 


' I.uicl IMO Jl, iirtuiil IlKiirra ; I'Jll la, ri'viwil nlinitttc ; IBI'J IJ, IliidKet rstlmaU'. 





Table 3 THE REVENUE SYSTEM OF INDIA, PROVINCES, 1937-38 

(Rs. millions) 
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* Mi'HC'fllanpoofl Receipts are the revenue from Debt Services. Adininistr.ation of Justice, Jails and Comict Settlements, Police, Porta and Pilotage, Education, Medical 
Services, Public Health. Agriculture, Veterinary Services, Co-operation. Industries. Broadcasting, Miscellaneous Departments, Transfers from Famine Belief Fund, Receipts 
in Aid of Superannuation. Stationery and Printing, Miscellaneous Items, and Extraordinary Receipts other than from sale of land. 







Table 4 THE REVENX’E SYSTEM OF INDIA, PROVIN’CES, 1937-38 

(Percentage distribution) 
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Table 5 INDIA, EXPENDITURES FROM REV’ENUES, PROVINCES^ 1937-38 
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Table 7 INDIA. DETAILS OF MUNICIPAL REVENUES, 1937 38 



Rs. millions 

Ter cent' 

Group I. ProgresMvt Taxes ....... 



(;Jri>up 11. Taxes on Real Property : 



1'bx on houses and lands ....... 

50 1 

28 

R(*ntH of lands, houaea, etc. . 

50 

3 

Snip jirooeeds of land and produce of land, etc. .... 

2-7 

1 

I 'rotal, Group 11 . 

67-8 

32 

(<ROUP III. Taxes on Business : 



1 Tax on profeaBinna and tradea ...... 

.14 

2 

1 (Jkouj* IV. Oiiejly (\msarnplion Ta:ieJi : 
rariouji Taxes and Licences : 



1 Octroi ......... 

14 6 

8 

1 Tax on animals and vehicles ...... 

4 8 

3 

1 From pounds, liaeknc}' earriages, liceneea fr)r the sale of spirits and 

15 


1 drugs, etc. 

1 

Other taxea ........ 

19 0 

11 

1 Other fees, etc. ........ 

8 0 

4 

Total, Various Taxes and Liei'iiees .... 

485 

27 

Rpveiive from Public Utilities : 



Tolls on roads and ferries ...... 

2 9 

1 

Lighting rate ........ 

40 

2 

Water rate ......... 

21 8 

12 

Conservancy rutes and receipts (chargee for the removal of night soil) 

10-6 

6 

lU-eeiitts from niarktds and slaughter-houBes .... 

6 0 

4 

Fees from educational institutions ..... 

L8 

1 

'Potal, Iteveniir from 1‘uhlie Utilities .... 

I\! lArelhitieous 

47-7 

1 

26 

Fines ......... 

M 

1 

Miscellaneous ........ 

9 1 

5 

'I'lital, Miscellaneous ....... 

10 2 

6 

'Pnlal, Croup IV. 

106 4 

59 

(inoi'P V. (irunts and Contributions : 

111 


Crunts Iroin Coveniinciit ....... 

r. 

1 C ran Is from local fuiuls ....... 

08 

1 1 

Ollier grants and contributiniiH ...... 

0 6 

f 

1'otal, Cuinls and Conliihulions ..... 

12 4 

7 

Total, Ordinary Kkvknuk ....... 

Group VI. Extraordinary and Debt: 

180 0 

100 

Sale prtx^eetls of aecurities, etc. ...... 

.55*7 


Loans from Government ....... 

2 5 


Loans raised from private individuals ..... 

11 0 


Realisations of sinking fund ...... 

8 6 


Advances ......... 

15 4 


Deposits ......... 

115*4 


Total, Extraordinary and Debt ..... 

208 6 


Grand Total, Gro.ss Rkckipts ...... 

I 

388 6 



* Pet cent or OrJlnary Revenue. 
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Table 8 INDIA, DETAILS OF MUNICIPAL EXPENDITURES, 

1937-38 



Us. millions 

Per Out ' 

1. Primary Frtncticms : 



(1) Civil Administration : 



General administration .... 

l(‘rl) 

9 

Public safety ...... 

i.vb 

9 

Total, Civil Administration . 

32-5 

18 

(2) Debt Services ...... 

14-4 

8 

Total, Primary Funrtion^ 

4(i-9 

26 

2. Secondary Functions : 



(1) Social Services 



Education ...... 

23'5 

13 

Public health (including wattT Mipj)ly, drain.iLrc' 



and conservancy) ..... 

r)2-4 

35 

Other [e.g. public ^^anlens) .... 

ld> 

1 

Total, Social Services .... 

oc 

49 

(2) DevelopmenUft ■ 



1 Civil works (roarN and buildings) 

lHd> 

10 

Other . 

7-3 

4 

Total, Dcvclopniental 

2r)d) 

14 

(3) Miscellaneov<i ..... 

19-8 

1 11 

1_ 

1 Total, Secondary P^unctioiis 

133-2 

74 

Total, Expenditure from Revenue . 

180-1 

100 

' 3. Eriraordinary and Debt : 



Investments ...... 

rwi-i 


Payments to sinkin^^ funds .... 

(i-O 

1 ’ ’ 

Repayment of loans ..... 

11-7 

1 

Advances ....... 

21-2 


Deposits ....... 

111-8 


Total, Extraordinary^ and Debt 

206-8 


Grand Total, Gross Expenditure . 

386-9 



* Per cent of Expenditure from Reveniii*. 






FEDERAL FINANCE IN PEACE AND WAR 


rr. u 


350 


Table 9 INDIA, INCOME OF DISTRICT AND LOCAL BOARDS, 
BY PROVINCES, 1937-38 
(Rs. thousands) 


Prt)\ ince 

I Provinrial 

1 Rates 

I'ivd 

Works 

other 

Sources 

Total 

Incidence 
per Head 






lls 

A. 

P. 

Madras .... 

1 11,053 

11,133 

25,110 

47,296 

0 

14 

10 

Bombay .... 

1 3,508 

2,357 

14,470 

20,335 

1 

3 

2 

Bengal .... 

1 9,305 

2,615 

5,748 

17,668 

0 

5 

7 

United Provinces 

7,987 

1,446 

10,422 

19,855 

0 

6 

11 

Punjab .... 

6,622 

1,421 

12,843 

20,886 

1 

0 

6 

Bihar .... 

1 7,029 

3,986 

5,121 

16,136 

0 

8 

0 

Central Provinces and Berar . 

2,502 

267 

4,417 

7,276 

0 

8 

0 

Assam .... 

1,283 

798 

1,585 

3,666 

0 

7 

4 

North-West Frontier Province 

273 

80 1 

l,lt)4 

1,517 

0 

10 

6 

Orissa .... 

1 782 j 

232 

1,730 

2,744 

0 

5 

9 

Sind .... 

1 1,274 1 

342 1 

2,931 

t 4,547 

1 

4 

4 

C^oorg .... 

1 62 ' 

40 

54 1 

156 

0 

15 

4 

Ajmer-Merwara . 

' 29 ' 

50 1 

53 

132 

0 

3 

9 

Delhi .... 

' 45 1 

12 

204 1 

261 

1 

6 

9 

Total .... 

51,844 

24,779 

1 

85,852 

162,475 

0 

9 

11 

Percentage distribution 

' 1 

1 32 

15 ' 

53 ' 

1 

100 


.Sourer Statihhtal Abstnief r(»r ItritHli India, ]02f>-']U— 


Table 10 INDIA, EXPENDITURE 01’ DISTRICT AND 

- LOC AL BOARDS, BY PROVINC^ES, 1937-38 
(Rs. thousands) 


Pri»\ u\i V 

Kdiiciition 

('i\d 

W orks 

Sanitatinn 

Jlfispital, 

itr 

l)(d)t 
and Mis- 
1 cIIlIIU'uih 

Total 

Madras 

13,743 

14,584 

4,051 

15,099 

47,477 

Bombay .... 

11,276 

3,609 

997 

4,.555 

20,437 

Bengal 

3,039 

7,241 

4,379 

3,335 

17,994 

United Provinces 

11,310 

3,469 

4,724 

322 

19,825 

Punjab .... 

11,233 

3,234 

2,916 

3,561 

20,944 

Bihar .... 

4,803 

5,801 

2,272 

2,237 

14,913 

CVntral Provinces and Berar . 

3,010 

813 

381 

3,131 

7,335 

Assam .... 

1,479 

1,092 

600 

544 

3,715 

j North-West Frontier Provinee 

1 996 

157 

120 

285 

1,558 

Orissa .... 

1,187 1 

595 1 

509 

464 

2,755 

Sind .... 

2,050 

937 ’ 

469 

392 

3,848 

Coorg .... 

79 i 

12 j 

36 

28 

155 

Ajmer-Merwara . 

17 

60 1 

8 

32 

117 

Delhi . . 1 

160 ' 

31 

1 

54 

24 

269 

Total .... 

64,182 

41,035 

21,516 

34,009 

161,342 

Percentage distribution . j 

40 1 

26 

13 1 

21 

100 


Source .—Statistical Abstract far British India, 1929-30—1938-30. 
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Table 11 INDIA, RAILWAY FINANCES 

(Rb. millions) 


1 _ 

jn;)7 ;iH 

IDIll) to 

1U4U-11 

^ Capital outlay to end of year . 

7538-0 

7580-2 

7009-3 

j Net revenue receipts .... 

319-5 

327-2 

402-3 

Percentage of net revenue receipts on ciipitiil 




' outlay ...... 

4-24 

4-31 

0-08 

PaymontH on account of share of surplus 




profits and of net revenue ri'ceipts . 

5-3 

3-5 

5-0 

Interest on capital outlay 

292-« 

29M 

280-8 

Total (‘xpeiiditure .... 

297-9 

294-0 

291-7 

Gain ...... 

21-() 1 

32-6 

170-0 


Suurre L’lunhinctl Kiiiaiin* anil lli*vi‘mu“ Arrouiits ol Uie (Ji'iilnil mul I’lnvinclal UuvernmentH In 
Iiulia tin till- M'ars 11)17 .'is, l!);i‘) It) uiul 1D4(V-41. 




Table 12 INDIA, CAPITAL AND OTHER EXPENDITURES (APART FROM REVENUE ACCOUNT) OF THE 
CENTRAL AND PROVINCIAL GOVERNTtlENTS TO THE END OF 1937-38 

(Rs. millions) 
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Source .—Combined Finance and Revenue Accounts of the Central and Provincial Governments in India for the year 1937-3S. 

^Vote.—The amounts entered include all capital outlay provided from Government sources, whether financed out of Government loans or out of Revenue (but gee 
item 4), Surplus Cewh Balances, etc., and do not, therefore, entirely agree with the Statement of Public Debt. (See Chapter VII, Table XI, page 212.) 


















Table 13 INDIA, EXPENDITURE ON EDUCATION, BY PROVINCES, 1937-38 

(Rb. millions) 
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APPENDIX I 


Abstract of the Leading Recommendations of the Royal 
Commission on Dominion-Provincial Relations ^ 

The Ecport which the Commission has prepared is the outcome of two 
and a lialf years of carefully planned study. In the present summary the 
aim is to set out the princiy)al recommendations embodied in the Report 
and to indicate briefly the reasons for them. At the heart of the problem 
lie the needs of Canadian citizens. The basic ])roblem before the Com¬ 
mission lies, therefore, in finding a way in which the financial position of 
the ProvinccLS could be improved and assured, without disastrous financial 
consequences to the Federal Government on whose efficient functioning all 
Provinces are dependent. National unity must be based on Provincial 
autonomy, and Provincial autonomy cannot be assured unless a strong 
feeling of national unity exists throughout Canada. 

The Commission did find one onerous function of government which 
cannot, under modern conditions, be equitably or efficiently performed on 
a regional or Provincial basis. This function is the maintenance of those 
unemployed who aie em])loyable and of their dependants. In reaching this 
conflusion (which is amply supported by the Evideiu'c and the research 
studies) the Commission merely confirmed conclusions which had been 
reached by earlier ('omndssions. 8o firmly is the Commission convinced of 
the validity of this conclusion that, even when it comes to consider the 
situation which will arise if its main recommendations are not implemented, 
it proceeds on the assumption that the relief of the unemjiloyed who arc 
able and willing to work will become a Federal function. 

Another function closely analogous to that of relief for emj)loyables is 
that of assistance to a jirimary industry (c.r/. agriculture) in the form of 
o])erating cost advances. When relief is on a small scale the responsibility 
can be borne without difficulty by the Province. But in the event of wide¬ 
spread disaster with which a Province is unable to cope without assistance 
from the Dominion, or in the event that the Dominion by such means as an 
exclusive marketing organisation has already established elTective control 
of the industry concerned, the Commission recommends that the Dominion 
should assume direct administrative and financial responsibility rather than 
render indirect assistance by way of advances to the Provinces affected. 

The Commission s treatment of these expensive functions of government 
may be contrasted with its treatment of another expensive function, namely 
the payment of non-contributory old-age pensions. As the Federal Govern¬ 
ment is already paying as high a proportion of their cost as it can reasonably 
pay without assuming control of the administration of the pensions, and as 
the Commission was convinced that it is more satisfactory that the Provinces 

^ Vide Report of the Royal Commission on Dominion-Provincial Relations, Book II, 
Section G. The Apiienclix above is a summary of the abstract in the Report. 
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Bliouid continue to administer non-contributory old-age pensions, it could 
not recommend any further financial help to the Provinces in this connexion. 
But the Commission is of the opinion that if non-contributory old-age pensions 
were to be superseded or supplemented by a contributory system the latter 
should, for various reasons, be under the control of the Dominion. 

There is, however, an important financial burden of which Provincial 
Governments can be relieved without any sacrifice of autonomy. This is 
the deadweight cost of their debt service. The burden taken up by the 
Dominion, if it were to assume this deadweight cost, would be less than 
the burden of which the Provinces were relieved because, as maturities 
occurred the debts could be refunded more advantageously by the Dominion 
than by the Provinces. To this extent a saving would accrue to Canadian 
taxpayers. The Commission has, therefore, reconurn'mleil that the Dominion 
should assume all Provincial debts (both direct debts and debts guaranteed 
by the Provinces) and that each Province should pay over to the Dominion 
an annual sum equal to the interest which it now receives from its invest¬ 
ments. Tlie reason for this proviso is that it would not be expedient that 
the Dominion should take over liability for a debt which represented a 
self-liquidating investment retained by a Province. (Vuiditions governing 
future Provincial borrowing arc outlined in detail in tlie Report. 

In the case of one Province this recommendation as to debt reipiires an 
important modification. Ihe Provincial debt of the Province of Quebec is 
low in com})arison with the per capita debt of other provimnvs, and is an 
unuLsually low fraction of the combined municipal and Provincial debt of 
the Province. To meet this situation, which has arisen through the policy 
of this Province in iiiqjosing on municipalities onerous functions which are 
jierformed elscwliere by Provincial Governments, the Commission lias recom¬ 
mended that the Dominion should take over tO ])er cent of the combined 
Provincial and municijial net debt service in Quebec. 

If the Provinces are relieved, in accordance with this rocominendatiori, 
of the deadweight burden of their debt, it is not unreasonable that they 
should surrender to the Dominion the subsidies, whatever their cliaraeter, 
which they now receive. Prince Edward Island alone would give u]) subsidies 
more than equivalent to tin* deadweight cost of its debt, and, as will be seen, 
this aj)parent loss will be more than made up in other ways. The abolition 
of the Provincial subsidies will be in itself no inconsiderable reform, for their 
history is long and tortuous. The subsidies have been based on no clear 
principles and it lias been impossible to say whetlier or not different Provinces 
have received equal treatment. 

The Commission had also to consider how to provide the Dominion with 
sources of revenue which would enable it to carry its new burdens. This 
enquiry (as will be seen) was combined with the consideration of efficiency 
and equity in taxation specifically entrusted to the Commission. There 
could be no question of increasing the legal taxing powers of the Dominion 
since these are already unlimited. But the Provinces, in return for the 
benefits which they would receive, and for further payments which the 
Commission finds it necessary to recommend, should be prepared to renounce 
some of the taxes which they employ (or are entitled to cinjiloy) at present. 
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The Dominion, for its part, should be able and willing to refrain from com¬ 
peting with the Provinces in respect of sources of revenue left to them and 
should leave the Provinces free to collect these revenues in whatever way 
appears to them most efficient even if the method of indirect taxation should 
be involved. 

Just as the assumption of Provincial debts by the Dominion will lead to 
savings in interest from which taxpayers will benefit, so there are several 
taxes from which, if they are under unified control, as great a revenue can 
be obtained as at present with less hardship to the taxpayer. What is more 
important, a reorganisation of these taxes, of a character which is possible 
only if they are under unified control, can remove many hindrances which 
in the recent past have been detrimental to the exj)ansion of the national 
income (i.e. to the sum-total of the incomes of all citizens of Canada). As 
this income expands, as the result of what may be fairly termed greater 
efficiency in taxation, the same revenue as at present can be obtained by 
taxes im|)osed at lower rates than those of to-day. 

The first of the taxes which the Commission recommends that the Pro¬ 
vinces should renounce is the tax on personal incomes. Not all Provinces 
impose this tax. Those which get most revenue from it are often taxing 
incomes which otln^r Provinces think that they should have a share in 
taxing, because they are in part at lea.st earned in them although they are 
feceived in those Provinces in which investors live, or m which large cor- 
])oration3 have their head offices. Nor is this all. Tlie general equity of 
the whole (Canadian tax .system -and the Commission has been instructed 
to concern itself wilh equity as well as with efficiency in taxation — requires 
that the tax on jiersonal incomes, which is one of the very few taxes capable 
of any desired gratliiation, should be used to siqijdcment other taxes and 
should be uniform throughout Canada. 

The second form of taxation which the Conimis.sion recommends that 
the Provinces should forgo includes those taxes imposed on corjiorations 
which individuals or partnersliijis, carrying on the same business as the 
corporation, would not be required to pay, and taxes on those businesses 
which only corjiorations engage in. They include, therefore, the tax on the 
net income of corporations and a multitude of taxes devised to raise revenue 
from particular classes of corporations which a Province cannot conveniently 
subject to a tax on net income. They do not include hona fide licence fees, 
the power to impose vhieh would remain with the Province. These Pro¬ 
vincial cor])oration taxes are ])eculiarly vexatious to those who pay them 
and particularly detrimental to the expansion of the national income. The 
cost of tax compliance is high. The tax is often payable by a corporation 
which has no net income. The tax is very likely to be a tax on costs rather 
than on jirofits. These taxes are also a frequent source of interprovincial 
jealousy. Great benefits may be expected if they are swept away and the 
equivalent revenue raised by Federal taxes chiefly on corporate net income. 

To ask the Provinces to give up the entire revenue which they now 
derive from taxing corporations would, how'ever, intensify a grievance of 
which the Commission received complaint in more than one Province ; for 
the Dominion would receive a tax on income which was in part derived 
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from the depletion of irreplaceable natural wealth. It is clearly desirable 
that revenue of this character should be used for developiuental uork which 
will compensate for the damage which has been done to the resources of a 
Province. The CommisHion has, therefore, recommended that (he Dominion 
should pay over to the Province concerned 10 j)er cent of the corpt>rate 
income derived from the exploitation of the mineral wealth of tlie Province* 
When what is required is the conservation of natural resources by main¬ 
taining their productivity, rather than c(unpen8ation for depletion by new 
investment, the Provinces are in a position to use their own taxing powder. 

The third tax which the (^imiiiissiou recommends that the Provinces 
should forgo consists of various forms of succession iluty. These differ from 
the income taxes in that they have not hitherto been usetl by the Dominion : 
but they are taxes to whieh tlie Dominion might at any time be comjielU'd 
to resort. Ihe use made of them by the Provinc(‘s has given rise to bitter 
complaint because the Provinces liave not made equitable arrangements 
w’ith one another so as to tax each item in an estate in one Province only. 
The diiferenees in lates betwH‘en Provinces, and the dangiTs of double taxa¬ 
tion, seriously distort investment in Canada. 

At this }>oint there must be a refinement in the eah'ulations. What is 
siguilieant for the jiiirposes of the Commission is the size of the surplus or 
deficit which w^oiild exist in a Province if it were to provide the normal 
Canadian standard of services and imjiosc taxation of normal scvi'rity. It is 
not the services wdiieh each Province is at jiiesent prr)\iding, but the average 
C^anadian standard oi services, that a Province must be ]mt in a position to 
finance. It is not the revenue which its taxes yicdd at tlieir present level wliieli 
matters, lint the revenue wliieh it would derive from them if its people w'cre 
as heavily taxed as (\imidians in gdieral. ttust as in th(‘ ease of debt it is 
necessary^ to take account of tlie fact that some Piovinees are more aceus- 
toined than others to juovide services for their people through municijialities 
or other agencies instead of directly. The Commission lias, therefore, at¬ 
tempted to comjmte, Province by Province, what the cost would fie il the 
Proviiu’c and its municipalities taken together were to provide services on 
tlie Canadian standard. Adjustments have been made for the cost of the 
develojunental services apjirojiriate to the Province, and for tlie WM'ight of 
taxation in the Province. The result has been that tlie Commission has 
been able to make a recommendation as to the amount, if any, which eai*h 
individual Province sliould receive from the Dominion annually to enable 
it to i^rovide normal Canadian services wdth no more than normal (Canadian 
taxation. The Commission recommends that each JVovince found to be in 
need of such a payment should receive it by way of an annual National 
Adjustment Grant from the Dominion. This grant as originally fixed would 
be irreducible. The Commission recommends, however, that National Adjust¬ 
ment Grants should be re-appraised every five years. For special emergencies, 
which might arise in rfispect of any Province (and which exist in one Province 
to-day), special provision should be made, as it would be undesirable either 
to fix an annual grant in perpetuity on tlie basis of conditions that are 
transitory, or to fail to provide for serious emergencies. 

The Commission also recommends the establishment of a small jjermanent 
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commission (which may be called the Finance Commission), assisted by an 
adequate technical staff, to advise upon all request^^ for new or increased 
grants, and to re-appraise the system of grants every five years. 

The recommendations which have been described would, if imjilemented, 
safeguard the autonomy of every Province by ensuring to it the revenue 
necessary to provide services in accordance with the Canadian standard. 
Every Provincial Government (including those whose position will be so 
good as to make adjustment grants unnecessary) would be placed in a better 
financial position than it is in to-day. And the financial position of every 
Province would be immeasurably more secure than it is to-day. The Com¬ 
mission looks on this as its primary achievement. It is convinced that this 
fundamental problem must be faced and it has not been able to discover 
any alternative way in which it could be solved. 

The recommendations which the Commission has made must be judged 
as a whole. They cannot with fairness either to the Provinces or to the 
Dominion be considered in isolation for any one of them taken alone might 
produce grotesque results. 

At what cost, it may be asked, will the Provinces have secured these 
advantages 1 There will be a certain cost to the Dominion and, therefore, 
to the Dominion’s taxpayers. The taxes forgone by the Provinces, if replaced 
by Dominion taxes of equal yield, would not provide all the money which the 
Dominion w'ill probably be called on to pay under the Plan. It is necessary 
to say probably ” because the Dominion, unlilLC the Provinces, will be left 
with higJily variable expenditures (e.cf. those on unemployment relief) and 
variable revenues. The long-run effects of the ])r()j)Osed arrangements should, 
as has been explained, be to increase employment and to increase the national 
income and, therefore, the national revenue. But the e.xjiectation of the 
Commission is that the Dominion, in the first instance, will have to increase 
taxes somewhat. Even without increasing tax ratCvS it will obviously increase 
the taxes payable by citizens of those Provinces which liavc no personal 
income tax to-day. It is hardly necessary to add that, in view of the end to 
be attained, the juice seems low. 

There will, of course, be adjustments. At every stage of the Commission’s 
empiiry it has endeavoured to frame recommendations which, if implemented, 
will avoid the minor hardships or inequities that might result if the measures 
which have, perforce, been somewdiat crudely described in this summary, 
were crudely applied. One or two examples wdll be given here. Others will 
be found in the Hejiort itself. But the whole spirit of the Report would 
suggest that analogous adjustments should be made, even if the C/ommission 
has not thought of them and, therefore, has not mentioned them. 

If the administration of a service or the collection of a tax is transferred 
from one Government to another it is desirable that those who have adminis¬ 
tered the service or collected the tax in the past should continue to do so in 
the future and that their skill and experience should not be lost to the nation 
nor their personal expectation of continuous employment disappointed. The 
Commission has, therefore, recommended that the Dominion, if it takes over 
a Provincial function, should continue the employment of those previously 
einplo 3 ^cd by the Provincial Government concerned. This recommeudation 
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is particularly important when questions of language are involved. 

If a tax now levied by one Government is to be replaced by a tax levied 
by another the new tax should be adjusted to the circumstances of the people 
on whom it is to be imposed, and advantage should be taken of the oppor¬ 
tunity to design the new tax as equitably as possible. Thus, if the Dominion 
collects succession duties, it is imjwrtant that the administration for their 
collection should be decentralised and that small estates should be rapidly 
cleared without correspondence having to go through Ottawa. And the 
taxation scales should be arranged so as to tax an estate more lightly wlien 
it is divided among many children. 

If legislative powers (c.</. in relation to unemployment insurance) are to 
be conferred on the Dominion in addition to those which it now enjoys, it is 
important that they should be strictly defined so as to avoid the danger of 
their being extended by interpretation in unexpected ways which might 
interfere with the civil code in Quebec, or with thi corresponding interests 
of other Provinces. 

This brief summary would lose its way among details were it to attempt 
to enumerate the recommendations- some of them imjiortant recommenda¬ 
tions— which the Commission has felt bound to make in its Itopori. What 
has been said should indicate the structure of the Dominion-Provincial 
financial relations whicdi would, in the ojiinion of the (\)mmission, charac¬ 
terise a healthy Federal system in (^inada. Before* passing on to mention 
a few of the sulisidiary recommendations, it may be worth while to p(*int 
out that the Commission’s financial pnqiosals are, in terms of the economic 
life of 1939, very similar to whut the provisions of the British North America 
Act were in terms of the economic life of 1807. 

As far as the municijialities w^ere concerned, they are the creatures of the 
Provinces m wdiicli they are situated and thcir finaucial jiowera and duties 
are such as the Province chooses to confer on them. The financial plan which 
has been described has taken account of municipal ex])enditures and taxa¬ 
tion as ])art of the Provincial ])icture and it will, if it is implemented, have 
very important indirect effects on iniinici])al finance. It will relieve the 
municipalities of their share in ])rovidiiig relief for emjiloyables and their 
dependants. It wdll put every Provineial Govenirmmt in a better position 
than it is in to-day for extending such aid as it may think fit to its munici¬ 
palities, whether by relieving them of the cost of services which they now 
perform, or by contributing financially to the cost of these services. 

In resjiect to marketing legislation great difficulty has been experienced 
in framing Dominion and Provincial legislation which will cover the whole 
field, even when the wishes of Dominion and Provinces are identical. The 
Commission has sought to remedy this situation by reconiinending that the 
Dominion and the Provinces should have concurrent legislative powers to 
deal with the marketing of a named list of natural jiroducts to which additions 
may be made from time to time by common consent. 

Nor is this the only instance in which it has seemed appropriate that a 
power of delegation should form j)art of Canailian Federal relations. The 
Commission has recommended that tliis power should be quite general and 
that the Dominion should be abb* to delegate any of its legislative i)OwerH to 
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a Province, and that a Province should be able to delegate any of its legislative 
j)ower8 to the Dominion. Delegation should provide a convenient means 
of dealing with specific questions as they may arise from time to time without 
limiting in advance the power of either the Dominion or the Provinces. In 
some instances one or more of the Provinces might be prepared to delegate 
powers to the Dominion while other Provinces were unwilling, and in such 
cases the advantages of a power of delegation over constitutional amendment 
would lie in flexibility. 

The Commission has come to consider the transportation problem of 
Canada one of the problems which cannot be solved without close collabora¬ 
tion between the Dominion and the Provinces. It realises, however, that its 
own technical competence is slight in this field and lias, therefore, confined 
itself to discussing the issues which will have to bo faced, in the hope of doing 
something to clarify the problem of jurisdiction. It points out, however, 
the great advantage which might be derived from a Transport Planning 
(Vjmrnission which would be concerned both with planning transportation 
developments in a broad way, and with facilitating the co-operation between 
the Dominion and the Provinces in transportation matters which is necessary 
for the taxpayer. 

(k)-operation between the autonomous Governments of the Federal 
system has to-day become imjierative. The (Commission recommends as the 
principal means to tins end that Dominion-Provincial Conferences, which 
have bitlierto met at infrequent intervals, should now be regularised, and 
jirovision made for fri'quent meetings, say every year. It urges further that 
the (\mf(Tence should be provided with an adequate and ])ernianent secretariat 
for the j)ur])ose of serving the (\mlerence directly, and of facilitating co-opera¬ 
tion between the Dominion and the Provinces in general. 

In conclusion of this summary it remains to add that the decisions 
underlying the recommendations contained in tlie Report were reached before 
the outbreak of war. The (Vimmission decided, after deliberation, to com¬ 
plete the R(*])ort exactly as it would have been completinl liarl war not been 
declared. The basic recommendations of the (Vunmission concerning the 
re-allocation of the functions of (b)vernment and the financial relations of 
the Dominion and the Pro\inces were framed with the possibility of emer¬ 
gencies in mind and are, it is hoped, sufliciently flexible to be adjusted to 
any situation which the war may produce. 

Of the subsidiary recommendations many are concerned with matters 
not in the least likely to be affected by the strains and stresses of war, while 
some may require modification in the light of events. The need for some 
action designed to enable the people of Canada to throw their whole weight 
into any great national elTort, such as the struggle to which they have com¬ 
mitted themselves, and at the same time to emsure the smooth working of 
the social and educational services on which the welfare of the mass of the 
])eople depends, is far greater and far more urgent in time of war and of 
j)ost-war reorganisation than it is in time of peace. And it is precisely to 
these two main objectives that the chief recommendations of the (Nuumission 
have been directeil. 

The financial pro})osals have been designed to enable every Province of 
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Canada to rely on having sufficient revenue at its connnand in war-time as in 
peace-time, in years of adversity as in years of prosperity, to carry out the 
important functions entrusted to it. They are also designed to produeo this 
result while leaving the fiscal powers of the Dominion as wide in fact as they 
have always been in law, so that it may direct the wealth of the nation as 
the national interest may require. If some such adjustment of (^anadian 
economic life appeared sufficiently urgent to lead to the appointment of the 
Commission in time of peace, how much more urgent is it in time of war ? 
How much more urgent will it be in the critical transition from war to peace 
again '? The Commission does not consider that its proposals are either 
centralising or decentralising in tlnir combined effect but believes that they 
will conduce to the sane balance between these two tendencies which is the 
essence of a genuine Federal system and, therefore, the basis on which 
Canadian national unity can must securely rest. 

,K)S. SIKOIS, C/tainmn 
JOHN W. DAFOE 
H. A. MACKAY 
II. F. ANCU8 


Alex. Skeltox', Swividr / 

Adjutou Savaui), FrcHcJi Sccirlttri/ 
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Summary of Becomme^idations, made in the Repart hy the 
American Committee on Intergovernmental Fiscal Relations 
(Dr. Luther Gulick, Dr. Harold M. Groves and Dr. Mabel 
Newcomer), in Terms of an Action Rrogramme for each 
Level of Government 

I. Federal Government 

A. For limnediaie Action 

Ni-^otiate with State representatives and j)ass legislation to create a 
Federal-State Fiscal Authority. 

2. Amend the income tax law to make State income taxes deductible on 
an accrual basis even though other ex])en8es are reported on a cash basis. 

3. Kevise, modernise and broaden the death tax credit. 

4. Give the Federal estate tax a thorouf^h overhaulin^r^ integrating death 
and gift taxes, substantially reducing exein])tions and co-ordinating tlu' 
Federal and State taxes. 

b. Eliminate tax-(‘xeni])t securities in a manner to secure States and munici¬ 
palities against loss arising from the taxability of their securities. 

0. Defeat discriniinatioii resulting from State community-property laws 
by ])roviding that they shall not apply in the operation of Federal 
tax laws. 

7. Provide a clearing-house and “ board of a}>peals ” (Federal-State Fiscal 
Authority) for more careful and consistent treatment of paynu'uts in lieu 
of jiroperty taxes on Federall)^ owned property. Such iiayments should 
be generous, especially during the ’vvar. 

8. Provide a sjiecial joint committee of (\)ngress to consider legislative 
proposals for payments in lieu of taxes ; provide facilitie.s for maintaining 
a permanent inventory of Government property. 

9. Allow State sales tax application to contractors working on Government 
orders. 

10. Modify and im})rove the co-ordination and efficiency in unemployment 
comj)en8ation by increasing the Federal credit from !K) to 100 per cent 
and requiring the States to furnish part of the cost of administration. 

11. Disallow sales taxes as a deduction in Federal income tax jiractice ; if 
the deduction is retained, make it general and not conditioned upon 
certain technicalities in the tax law. 

12. Pay more heed to cost of compliance in framing tax laws. 

13. Extend tliP Civil Service coverage to include all jiersonnel engaged in 
Federal tax administration. 

14. Consider the jirovision of a suitable bond instrumentality for tin* invest¬ 
ment of State and Local surplus funds during the war. This might take 
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the form of a noii-iiegotiable bond redeeiiiablo after the emergency or 
upon a showing of war-created need, and to be matehed by the Federal 
Government if used for approved public works.* 

15. Continue and enhance co-operative efforts to improve State and Local 
accounting and reporting ; provide annual compilation of cost of govern¬ 
ment and total taxes. 

16. hlxpend more effort on Federal-State eollaWmitinn in the administration 
of overlapping taxes. 

17. Repeal the automobile use tax, or, if it is retained, require receijit as a 
condition for obtaining a State licence. 

18. Further promote bc'tter uniform governmental accounting and reporting. 

19. Assume the responsibility of annual calculation and publication of the 
over-all cost of goveniiiient and other fundamental fiseai data. 

20. Cultivate an attitude wliicli regards States and Luealities as partners in a 
joint enterprise. 

U. For Jmmediatv or Future Aciio}i 

21. Develop in consultation with the States, standard rules for income and 
death tax jurisdiction , develo}) suitable rewards for State eomplianee 
with these rules and other suitable proc<*dures so that the Federal Govern¬ 
ment may serve as an umjure in multiple taxation disputes. 

22. Develop in consultation with the States rules of uiiifonn income tax 
jirocednre ; promote the adoption of such rules looking toward single 
administration of a relatividy uniform Stale and Federal income tax. 

23. Ado])t a Fedcral-Collection-Sbate-Sharing programme for the tobacco tax. 

24. Enact leglslatifui providing for Federal incorjiorabion of corjiorations 
doing an inter-St ate business. 

25. Provide distribution of welfare grants to the States through a graduated 
biacket system as suggested in the (\mnally amendment. 

V. For Future Action 

26. Abandon motor vehicle taxes to the States reserving the right to tax 
motor fuel used in aviation. 

27. Inaugurate a thorough study of the cost of tax compliance and the 
burden of multiple taxation on iiiter-State coinjuinies ; reserve action on 
centralisation of business taxes until this evideiiee is available. 

28. Use a public investment technique (if necessary) to cope with post-war 
deflation and unemployment ; dual Budget j creative public works 
(health, housing, nutrition and regional dcvclojmient) ; full liquidation 
of outlays. 

29. Reduce repressiveiiess of the tax system by de-emphasising business 
taxes and by equalising burden upon equity-hnanced companies compared 
with those fiiianccd by means of indebtedness (through a partial credit 
to the corporation for dividends paid out). 

30. Broaden Federal aid to include relief and elementary education. 

31. Broaden the Social Security programme to include uncovered groups under 

^ Written before recent development h which lover, to Home extent, the needH 

the iStatcH. 



364 


FEDERAL FINANCE IN PEACE AND WAR 


old-age insurance and unemployment compensation. This would not 
only provide more equitable coverage but would also make possible some 
simplification of pay-roll taxes. 

32. Recognise a national minimum status for elementary education by 
provision of a differential (equalisation) grant. 

33. Provide controls which will ensure improvement in the division of 
educational revenues, local districting, and the quality of the educational 
product, at the same time ensuring against coercive interference with 
Local autonomy and minority views concerning education. 

34. Provide for Federal scholarshijis to ensure the adequate development of 
talent through higher education. 

35. In the interest of sim])lification, repeal Federal liquor licence fees retaining 
licences where needed for administration. 

D. Co7itwgent Action 

36. If a Federal retail sales tax is enacted, provide legislative implementation 
and administrative action to ensure the fullest co-operative use of State 
])ersonnel and machinery. 


11. State (fovERNMEis’TS 

1. Negotiate with Federal representatives and collaborate in the develo])- 
ment of a Federal-State Fiscal Authority. 

2. Negotiate with Federal officials and Congress to inaugurate a ])rogramme 
for the elimination of tax-exempt securities in such manner as not to 
embarrass States and municipalities fiscally. 

3. Tighten property exemplion })rovisions ; rcOax ceiling and uniformity 
requirements as to Local })ro])erty tax levies; develop more ade(|uate 
supervision of ])roperty tax administration. 

4. In collaboration with municipalities, refrain from demanding unreason¬ 
able war-time aid from the Federal Government, thus recognising the 
imj)ortance of Local independence. 

5. Apply surj)lus revenues, where possible, to the ebmination of debt and 
the development of a reservi' against war-time loss td revenue and post¬ 
war need for public works. 

6. When revenues will permit, allow Federal income taxes as a deduction 
in calculating State income taxes. 

7. Redouble attack on trade barriers, multiple taxation, and special induce¬ 
ments for the location of industry ; use of education, reciprocal agree¬ 
ments and inter-State compacts toward these ends ; pass legislation 
allowing credit to new residents for automobile licence taxes paid in the 
same year to other States. 

H. Collaborate with the Federal Government looking toward Federal arbitra¬ 
tion of jurisdictional disputes and joint determination and promotion of 
uniform practices in income and business taxation especially with regard 
to questions of jurisdiction. 

9. Further collaborate with the Federal Government in the joint administra¬ 
tion of overlapping taxes. 
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10. Adopt legislation on tlieir own initiative that would make j)ayinent 
of Federal automobile use tax a condition for the receipt of a State 
licence. 

11. Mitigate the rotten borough system In providing more adeijiiate rej)re- 
sentation for cities in State legislatures. 

12. Give more consideration to cities in the distribution of shared taxes, 
particularly motor vehicle taxes. 

13. Adopt enabling legislation that would permit cities to supjilement the 
general property tax with a rental tax on ocunipiers. 

14. Adopt enabling legislation that would facilitate surplus financing during 
war-time. 

15. Adopt legislation requiring more adequate and more uniform govern¬ 
mental accounting and reporting. 

16. Cultivate an attitude that regards all (Jovernmenls as partners in a joint 
enterprise. 

17. Collaborate with the Federal Government on a broader and more generous 
programme of Federal aids, accepting controls, but insisting that tliey he 
co-operatively applied rather than dict«ited. 


III. MlTNIOlPAL GoVERNMKNTS 

1. Negotiate with Federal re])resentatives and eollaboratf* in the develop¬ 
ment of a Federal-State Fiscal Authority. 

2. Negotiate with Federal officials and CV)ngress to inaugurate a programme 
for the elimination of tax-exem]»t securities that will not fiscally embarrass 
States and uiiinieipalities. 

3. In collaboration with kStates, refrain from demanding unreasonable war¬ 
time aid from the Federal Government, thus recognising the importance 
of Local independence. 

4. Apply surplus revenues, where jiossible, to the elimination of debt and 
the develojimeiit of a reserve against war-time loss of n^veiuie and post¬ 
war need for jjublic works. 

5. Jlroaden the property tax programme by suj)j)lemeiiting the jiroperty tax 
with a rental tax on (jcoupiers. 

6. Strictly interjiret property tax excin|)tionH. 

7. Inaugurate a thoroughgoing study of possible new sources of indejiendiuit 
Local revenue. 

8. Study successful procedures for safeguarding rciserve funds, and enact 
legislation needed for this purpose. 

9. Develop more metropolitan co-oj)eration and the use of large metro¬ 
politan districts for financing functions of rommoii interosl. 

10. Emphasise raw-material-producing districts’ claim upon aids and shared 
taxes because their tax base does not rejiri'sent their contribution to the 
national product. 

11. Demand more equitable representation in State legislatun's. 

12. Demand more equitable distribution of shared revenues, particularly 
motor vehicle taxes. 

13. Provide for more adequate governmental accounting and reporting. 
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14. Cultivate an attitude which regards all Goveminents as partners in a 
joint enterprise. 

15. Prepare for collaboration with the Federal Government in a post-war 
public investment programme. 

16. Collaborate with the Federal Government on a broader and more generous 
programme of Federal aids, accepting controls, but insisting that they 
be co-operatively applied rather than dictated. 
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91 ; as reflection of political and eco¬ 
nomic events, 61 ; changes in composi¬ 
tion of, 62-63, 101 ; “ deadweight ”, 63 ; 
increase in Federal, 63 ; indirect, the 
guaranteed security, 64-65 ; interest 
charges, 64, 87, 92, 114, 138-42, 147-49, 
213-14; net and gross, defined, 64 n. ; 
productive, 147, 169, 211-14; sterling, 
repatriation of, 96, 171-72, 216-17 ; 

transfer of States’, to Centro, 15-16, 
9^ 114, 144 ; uniform policy between 
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Fecleral Govornment and unite neuded, 
15-16 

Beceutralisation, history of Indian, 186-86 
Deductibility, extension of principle of, 253 
Defence, Australian expenditure on, 146- 
150 ; Canadian expenditure on, 63-94 ; 
costs in South Africa, 167 ; expenditure 
of India for, 204, 207, 218-19; rise in 
United States expenditure for, 36, 68. 
See also War 

Deficit budgeting. See Budgets, deficit 
Deficit financing, 61-64, 114-15, 140 
Defialion during depression, 13, 232-33 
Deflationary gap, 235 
DegroHsive taxes, 9-10 
Delegation of powers, 29, 71-75, 110, 114, 
118-19, 240, 254 

DepartmenL of Munitions and Supply, 
work of, 94 

Depression, and revolutionary clianges in 
national iiivestniei.t policy, 232-33; 
cause of abiiuniial delieits of /Nustrahaii 
States, 114-15; ddicits ns remedy fiir, 
61, 63, 140, spp nlm I’liiup-fuiming; 
elfects of, in Prairie Provinces, 71-72 ; 
expenditures during, 56-57, 87, 90-91, 
122-25, 195; leading to New Deal, 65; 
price. South Australia vuliicriilde to, 
104 ; role of taxes in, 13. 122-25, 127, 205 
Developmental services, grov^tll of ex|Mmdi- 
tures fur, 245-49 
Devolution in India, 186 
Dominion Marketing Board, 74 
Dominion-Provincial Conferences, 92, 241, 
268 

Elides, Marrinei S., and f'ederal control of 
income and inlieriTance taxes, 4-5, 8 
Education, economic vahui of, 248 ; grants- 
in-ai(l most important for, 227 ; Munii i|)al 
and Local exjK'iiditure on, 59, 88, 207 ; 
need for reform in India of, 207-10; 
Provinces responsitile for, 143, 155, 

156; standards in, 19,* 167-68, 208-9. 
See tt/.so Schools 

Employment, budgetiiig fur, 235-37 ; 
national investment policy and, 232-34. 
See aim Unemployment 
Employment and Social Insurance Act, 74 
England. Sec Great Britain 
EntertainmentH Tax, Commonwealth takes 
over from Stages, 118-19; on motion 
pictures, new Canadian, 101. Se^. also 
Amusements Tax 

Estate Tax, credit sj^stem for, 257 ; how 
levied in United States, 255; problems 
in Canadian levy of, 256. See. also Death 
Taxes; Inheritanee Tax ; SiiccesBion 
Duties 


, Excess Profite Tax, British model modified 
I for India, 218 ; oombined with Trade 
, Profite Special Levy, 174 ; rates for, 99* 
100, 174, 219; revenues from, 66, 150; 

, values of, 13, 259 
I Excess Profits Tax Act, 99-100 
Excise Tax, great importance of, in 
Australian injonomy, 109-10, 111, 115, 
118-19, 133; lessening importance of, 

3, 49, 101 ; power to levy, 29, 157, 

I 187, IHH, 192 ; revenues from. 43, 45, 79, 
95, 197 

I Exempt ions, death or estate tax. 257; 

income tax, 99, 189, 252; projauty tax, 

' 261 ; to attract industries, 229, 232 

Expenses of Government, 222-23 
Exi>orts, of Australia, J05-6; of Canada, 
70; of Jndiii, 184-85; of South Africa, 

. 151-52; of United States, 25 

Faring the Tajc Fujirient, a Survey, The * 
I Twentieth Uentury Euml, 37 n., 43 n., 

, 45 n., 232 n. 

j Fadden, A \V., Treasurer Aiistraliau C/OUl- 
j moru^eaith, on uniform income taxation, 

! 116 

I Family endowment system, 143 
' Federal (diarter, advised for incorporation 
of companies, 230, 248 
Federal (Uovernmeiif, business fliiCUiations 
and, 258-59; debt policy of, 15-16, 61, 
91, J14, 159, 169, 2i:i-17; dynamic 
quality of, 225, 267 ; elTect of policies on 
busine.Hs, 32-34, 64, 65, 150, 151-53, 168, 
181-85; funclioiiH and powers, revolu¬ 
tionary changes in, 229-.‘10 ; overlapping 
Federal and Stale tax powers, 66-67, 79, 
87, 132, 224. 251-51, 258, 262-63; 

policies, 3i-34, 63, 86, 99, 121, 153, 158- 
159, 173, 189-90,230; post-war financing 
of, 233-34; prcdoiuinarice of. unnecessary 
after war, 249 ; principal taxes of, 45, 73, 
82, 118-19, 192; proportion of Federal, 
State and Local exjK*ndilures, 2, 36-37 ; 
role of, 238-39; tax system, 43-45, 
256 

Federal system, change in India from 
centralisiition to a, 186-88 ; collapse of 
division of powers iu a, 91 ; co-o|>oration 
lictweeu Govermnonts, 268; economic 
balance in a, 7-8; functions cannot be 
sharply divided in, 10, 223, 241-42; 
modified character of, 120, 155 ; need fur 
flexibility in, 105, 246-48; predominaiico 
of Uentre in, 1-2, 95, 16J, 226, 228; pur¬ 
pose of grants in a, 14, 31, 105, 119-20; 
rigidity and inelasticity as defects of, 
224, 220 

Federalism, a new oo-ojicrative, 3, 31, 242 

2 B 
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Federal-State Authority, and overhauling 
of death taxes, 257 ; functions and duties 
of, 240-42, 268 ; ideal to handle retail 
sales tax, 265 ; recommendations for a, 
239, 268, Appendix II 
Financial Agreement Act, 1928, 113 
Financial Authority, research on economic 
and financial problems by, 235, 240, 259, 
268, 269. See aho Federal - State 

Authority 

Financial history of Commonwealth, periods 
MV, 112-22 

Financial recommendations, budgeting over 
business cycle, 235-36 ; grants, 226-27, 
248 ; public debt taxation, 248, 267. See 
also under sejuiraU tares 
Financial relations, conclusions on the 
general problem of, 237-42 
Financial Relations Act, 1913, 157 
Flexibility and elasticity in financial struc¬ 
ture, 13, 105. 190, 24i, 246-48 
Florida, default on debts by, 64; high 
revenue from gasoline in, 46 ; a taxless 
paradise, 229, 232 
Food drains (^ontrol Order, 220 
Foodstuffs, surpluses in South Africa, 171 ; 

tax on vanaspati (vegetable fat), 219 
Foreign trade, changes in direction of 
Indian, 184-85 ; importance of, to South 
Africa, 151-52 

Frankel, Professor, (\i}titnl 1 uw^tmenf in 
Africa, 151. 152, 153; and national 
income figures, 160 

Free trade, and Federal (Vuistitution of 
United States, 23-24 

Gasoline Tax, 43, 46, 101, 115, 263. See 
also Petrol Tax 

General Pio|K-rty Tax. See Property Tax 
Georgia, high revenue from gasoline in. 46 
Germany, centralisation of finance in, 228 ; 
full employment and expansion of bank 
credit in, 234; Matricular-Beitrage grants 
in, 225 ; war expenditure and national 
income of, 175 

Gift of SI000 millions from Canada to 
Britain, 96 

Gift taxes, 43, 45, 255. See also Estate Tax 
Gladstone, Mr., on din'ct indirect taxa¬ 
tion, 11 ; on United States Constitution, 
17 

Gold, influence of, on South African eco¬ 
nomy, 151-52 

Government, borrowing policies, 15-16, 61- 
64, 142, 149-50, 159, 169, 213-14; Centre 
taking over increased sector of economy, 
1-2, 95, 161, 211 ; competition among 
co-ordinate units, 229-30; financial 
policies and business fluctuations, 258- 


259; financial powers of each layer of, 
in South Africa, 156-59 ; revolutionary 
changes in Canada in role of all layers of, 
75-76, 86-87 ; rising cost of, and com¬ 
petition for revenues, 1, 76, 222-24 ; role 
of eacVi layer of, 237-42 ; sharing of 
revenues between layers of, 225-26; 
taxation policy in peace and in war, 236 
Government exjjcnditures, affected by 
monsoons, 178 ; causes of increase in, 
245-46; high on secondary functions, 
143; in two-budget system, 236 ; of 
Australia, 138-4*4 ; of Canada, 87-91, 96 ; 
of India, 204-11 ; of South Africa, 164- 
168 ; of United States, 52-60 
Government of India Act, 1935, 6, 183, 
188, 189 

Grading. See Marketing 
Grants, conditional, defects where lack of 
objective standards, 74-75 ; emergency, 
to wheat industry, 71 

Grants-in-aid, advantages and disadvan¬ 
tages of, 226-27 ; Dominion subsidies 
replaced by national adjustment, 93; 
for educational purposes, 51, 59, 167, 
227 ; for bighw'ays, 51, 59, 111, 143 ; for 
old-age pensions, 52, 111 ; for unemploy¬ 
ment relief, 51, 59 ; from Commonw^eallh 
toStalA's, 111, 115, 119, 140, 143 ; funda¬ 
mental principle of (Commonwealth, 106 ; 
growth of social services leads to growth 
of, 55-57, 227; iiitergoveriinK'ntal, in 
Ignited States, 50-52, 55-57 ; reviewed 
periodically, 93, 231 ; to Indian Pro¬ 
vinces, 192 ; to States, based on income 
tax rnlleetions, 117. See also Subsidie.s 
Graves, W. B., Future of the American 
States ”, Amer. fWiT Sri. Ilev., 34 n. 
Great Britain, curtailed consumption in, 
for w ar expansion, 69 ; expenditures as 
percentage of national income of. 175; 
expenditures in India by, leading to 
inflation, 220; gift of .1^1000 millions to, 
96 ; Indian"^rade with, 184-85 ; muni¬ 
tions output, 1943, in, 20 ; national 
income of, 20-21, 25-26; post-war 

industrial possibilities for, 185-86 ; re¬ 
patriation of Indian sterling debt, and, 
216-17; suspension of Australian war 
debt by, 115; trade with Canada, 71; 
wage rates in, 20 ; war expenditure of, 27 
Groves, Harold M., Financing Government^ 
223 n. 

Gulick, Professor Luther H., and Enquiry 
into tax system of United States, 6 ; 
Education for American Life, 228 n. 

Hansen, Fiscal Policy and Business Cycles, 
32 n. 
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Hargreaves, H, Walter, The Guaranteed 
Security in Federal Finance ”, Jour, 
Polii. Econ„ 65 ». 

Harris, J, P., TAc Future, of Federal Grant^t- 
in-jiid, 31 n. 

Health, Public, 143, 164, 236 
Health Inaurance, 264 
Hidden taxes, 11-12, 82, 258, 263, 265 
Highways, cxpuiditures on, 51, 58, 61), 87 ; 
financing of, 263 ; t'. railways, problems 
of, in Canada, 72. iScc also Hoads 
Hitch, C. J., i4nief!>rt’« Kconomic 67rcH^fA, 
20 n., 22 n., 24 jl, 32 n. 

HofmojT, J. H., Minister of Finance, on 
gold production, 152 ; on South African 
financial fiolicy, 173; on taxation 
burden, 160 

Housing, South African iimnic'ipalities’ 
schemes for, 156; Ihiited States Koderal 
Housing Administration, 3 ; yields social 
profit, 236 

Hubbard, Soviet Money and Fnunict, 230 ?i. 
Hughes, the Ht. Hon. \V''illiam, K.C\, on 
the StaU^s’ pretensions lo sovereign 
powers, 120 

Hyde I’ark Agreement, 1041, 05 

Illinois, L'ost of government in, 48 
Nslcy, the Hon- .1. L., on inllation, 102 n. 
Incidence and shifting of taxation, 11, 191, 
251, 258, 261, 263, 265 
Income, as factor in at)ility to pii;v, 117; 
average, for the world, 108 ; distribution, 
and depression in Canada, 72 ; great dis¬ 
parity in Indian, ISO-Hl ; national, set 
National Income ; uncijual distrilmlion 
of, in United 8tat(‘S, 32 
Income Tax, as alternative to compulsory 
savingvs, 217 ; as tM‘st form of taxation, 
13, 225, 251-52; Canadian, progn'Hsivc 
and regressive, 70, l(Jl ; federal control 
of, 4-5, 82, 117, 224; lughest, in the world, 
79 ; methods recommended for co¬ 
ordinating, 224, 252-54 ; Proviiu ial (or 
State), 42, 46, 119, 158, 189-91, 253; 
rates of, 79, 81, 99, 173, 174, 217, 
219 ; uniform, in Australia, 5-6, 116-1 IB. 
See also Corjiorations ; Personal Income 
Tax 

Income Tax Exemptions, anomalieB in 
Canada, 252 ; for married persons, 99 ; 
Ota agricultural incomes, 152, 189,191; to 
attract industries to States, 229, 232 
India, conditions governing Indian finance, 
176-86 ; debt charges of, 211-15 ; effects 
of war on the financial system of, 217-21 ; 
financial system of, 186-94; governmental 
revenues and expenditures, 194-221; local 
expenditures of, 210-11 ; natural re- 
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sources of, 182-83; public expirndtlurea, 
204-10 ; repatriation of sterling debt of, 
216-17 ; seif-governmont offer. 1942, 6 
Indian {Statutory Commission. Keporte, 
187 H., 189 n.; 191 193 ti , 209 n., 

210 «. 

Industries, ihiims of primary and soeondary, 
in Australia, 105-7; development of 
.lapant'Hc, 183-84 ; financial rcpt^rciissions 
due to war-tniie reorgiinisntion of, 150; 
growth of Imiiiin, 179-80, 183, 220; 
larne foivign capital investments in 
South African. 152-53; manufaeliiring, 
basis of lTiitj<i‘d States economic strength, 
17-18; imdhods of attracting, 229, 232; 
post-war changes necesHary for Britiah, 
185-86 ; unsheltered, 105-6 
liiHution, eomnuulity I'ontrol to prevent, 
219-20 ; heavy taxation to prevent, 69 ; 
prevented liy cancellHtion of n^patriatod 
stock, 173 ; surcharge on incomes to pre¬ 
vent, 217 ; war-time prodiietion without, 
94-95, 102 

liillationary gap. 102, 235 
Inheritnnen 'Paxes, 4-5, 228, 255. See also 
Death Taxes ; list ate Tax ; Suoeession 
Duties 

Insurunee, Health, 264 ; Soeial, eontribu- 
tions, 49; Unemployment,4, 37, 74,264ri. 
Intangible ixo'Honiil projwrty, 256, 260 
Intergovernmental finnneial relatioiiN, busi¬ 
ness tax problems in, 258-59 ; eoneJiisionH 
on Ihi general problem of. 237-42 ; eon- 
cluHiuns, main, of whole Enquiry, 266- 
269; eonsumptiun lax problems in, 
261-66 ; death tax jiroblems in, 255-57 ; 
income tax iirohlems m, 251-54 ; mxidfor 
revolutionary change of outlook, 240-41 ; 
policy and public exjxmdituroH in, 245- 
249 ; policy and specific taxes ni, 249- 
266; property tax problems in, 260-61 ; 
specific jiroblems of, 10, 243-69 
InUTfiational trade, Australia’s economy 
dejMjndent upon, 109-10-, importance of 
in Canadian economy, 70-71 ; of United 
Htates, 24-25 

JnUirstat-o cornfxitit ion, ‘‘Sf^ctiouahsin ” 
and, 19 

Intiirstate relations, problems of, 224. 229, 
230-34, 256 

Interstate trade, 22-24, 74, 105-7, 229 
“ Invasion ” of Htates’ field of taxation, 
111-12 

Investment policy, national, 232-34 
Investments, affected by taxation on costs, 
83 ; foreign, in South Africa, 153 
Irrigation, financially productive to Pro¬ 
vinces, 213 ; Indian debt charges due to 
financing, 211. iS'ec also Barrage 
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Jamshedpur, labour supply plentiful in, 
180; steel production at, 182 
Japan, industrial development in, 183 

Key, V. 0., State Legislfiiion Facililative of 
Federal Action, 3 n. 

Kock, M. H. de. The Economic Development 
of South Africa, 154 t). 

La Commission des Assuranees Sociales de 
Quebec, !)2 

Labour, subsidisrjd by iarilTs, 106; supply 
in India, I HO, 183 

Land 3'axcs, IIH, 110, 101, 107; cess or 
flureharge on, 104 ; on profits from sale 
of land, 174 

Layton, Sir Walter, on assigning a propor¬ 
tion of ineoiiie tax revenue to Provinces, 
189 ; on Indian revenue system, 188 
Lend-ljease and Hyde Park Agreement, 05 
Liquor Tax, as trade barrier, 232 ; for all 
layers of government, 262 ; non-existent 
during Prohibition, 47; revenue of Centre 
from, 45,157; States’ revenue from, 46,40 
Loan Council, 5, 113-14, 116, 150, 237 
Loan Fund, Commonwealth, 110, 127 ??. 
Loans, Covernmerit, as major part of war 
oxfienditure, 140-50, 172, 173; Centro 
assumes jiroviniial, 150, 169; interest- 
bearing, 213 ; ratio to taxes for w^ar 
expemliturcs, 69 ; unproductive, 142. 
See iiLso Delit, Ihiblic 

Local Oovcrnments, and the gn^al depres¬ 
sion, 34-36 ; coinjiaiative unimportance 
of, ill Australia, 133 ; debt, 64 ; exjK'iidi- 
tures, 37, 40, 50 ; grants lo, 50-52, 55, 
193; multiplicity of, 47, 60; need of 
rt'organisatioii of, 193-94, 210-11, 230, 
260-61 ; property tax and, 40, 47, 66- 
67, 223-24, 260-61 ; Provinces or States 
entrusted with i ustomniy powers of, 137, 
155-56 ; reduction of debts and expendi¬ 
tures, 60 ; regressive taxation of, 48 ; 
taxation, 37. 40, 47, 66, 193, 224, 260. 
See also Municipalitif's 
Local Oovxwnmenls Acts, 1888 and 1889, 60 
Louisiana, severance taxes in, 46 
Luxury Tuxes, 2()1 

MacDonald, A. F., “ Federal Aid to the 
States ; 1940 Model ”, Ainer. Sci. 

jRev., 31 ri. 

Manitoba, evolving Ontario-tyjH* eeonomy, 
71 ; revenue system of, soundest in 
Canada, 85 ; suggested postponement of 
Royal Commission Keeommeiulations, 92 
Margarine Tax, lus trade barrier, 232 
Marginal industry, 83 

Marginal theory of value, and taxation, 10 


Maritime Provinces. See under separate 
heads 

Marketing, boards, 74 ; concurrent powers, 
22-23 ; Natural Products Marketing Act, 
74 ; regulation of prices, 74-75, 94, 152, 
184 

Marshall, Professor, Principles of Eco- 
I nomics, 181 n. 

I Matricular-Beitrugc, 225 
Maud, City Government, the Johannesburg 
Experiment, 155 n. 

I Menzies, the Rt. Hoii. R. G., K.C., on 
I Australia as a more unitary form of 
I government, 120 

I Mill, -J. S., on (Government expenditures, 

I 245 ; on progressive taxation, 9 
Mills, Professor R. C., on Committee to con¬ 
sider uniform income taxation, 6, 117 
Milner, Lord, and advantages of customs 
union, 154 

Mming, importance of, in South African 
national income, 161 
I Mississippi, default on debts by, 64 
\ Mitehell, K., Japan's Imiustrial Strength, 

' 184 n. 

I Monetary policy and full employment, 234. 

I See also Federal Government, policies 
Montagii-('helmsford l^eport, 186 
I Motor Vehndes Taxes, 43, 46, 101, 158, 263 
I Municipalities, debt charges of, 168 ; 
expenditures of, 88, L56, 167, 168, 210- 
211 ; Provini'ial responsibility for tax 
arrears, 191 ; revenues of, 47, 83-85, 156, 
164, 194 ; ^lahilits iii finance of, 95 

' National adpLitmenl grants, 82, 93, 252 
National Defence. See Defence ; War 
I Natidiial Defencf' Advisory Commission, 28 
I National Fmjiloymt'iit Commission, 92 
National Income, decline in, 21, 32, 34, 83; 

I definition ol, 19-20; distribution of, 23, 
27, 161 ; etfeets of taxation on, 2, 68, 83, 

' 251, 252, 256 ; explanation of high 

American, 22 ; national di^'yianties in, 

; 2, 20-21, 107-8, 17lS-79 ; regional dis- 

I parities in, 21-22; taxation based on 
I costs instead of surpluses atfeeting, 13. 

I 83, 251 ; war expenditure increases and, 
25-27, 37-39, 150, 161, 171, 175, 207 
I National Investment Board, suggestion for 
a, 237 

1 National investment policy, 232-34 
j National Recovery Act, 33 
National Roads Act, 1935, 159 
' Native pass fees collected by Union only, 

I 157 

I Natural Products Marketing Act, 74 
Nevada, forgoes estate tax, 46, 228, 255 ; 
representation in Senate, 19 



INDEX 


373 


Nevim, Allan, and Commager, Hi»nr\' | 
Steele, America : The Story oj a Free \ 
People, 33 n. * 

New Brunswick and re^l property taxation, 
85 

New Beal, 2, 29, 31, 39, 56; Bemiett^s, 74 

New Jersey, debt charges in, (14 

New York, City, failure of property tax in. 

260 ; retail sales tax in, 263 
NeW York, State, debt charges in, 04 ; 
highways responsibility, 48; layers of 
local government in, 48 ; most progress¬ 
ive taxation of all U.wS, States in. 46; 
nunil>er of taxes, 7. 66 ; overlapping tax¬ 
ing jurisdirtions in, 47 ; rc|)rcsenlation 
in Si-nate, 19 ; taxes in, 46, 66, 262-63 
Newcomer, Dr. Maliel, on pay-roll tax, 45 ; 
Taxation riW Fiscal Policy, 3 n., 40 n.. 
4,5 rn, 47 m, 66 232 n. 

Nit'meyer, Sir (_)tto. and Kouiul 'Table Con- 
ferences, 193(i, 6 ; h}(lian Ftnawial 
Engiiiry, a Beport, llKia., 191 /i.; on 
subsidies to Provinies, 192 
Non-tax revenues, 9, 49-52. 133, 134, 156- 
157, 197 

Nova Scotia, and ‘he depre>sion, 72 ; , 
income tax in, 79 ; low taxable cRpaci(\ ' 
of, 85 

Oklahoma, severant'e tavcM m. 46 
Old-Age Verihions, contributory syshun, ^ 
93; r‘Xiwnditur(*H on, 57, ill. 112, 138, 
143, 165, 204; ])heiifunenally high in 
California, 231 ; siir})his revenue used ' 
for, 112, 127 71. SVr aJ.stt Sis ial Services 
Ontario, tax policy in, SI, 85; type of eco¬ 
nomy, 71 

Overlapping, Fetleral-Slate Authority to 
remedy, 268; tax jiirisdictitms, 3, 16, 
47. 66'.67, 81 ; taxes, 3, 66-67, 224, 229, 
251-54, 256, 258, 262, 263 ; unemploy¬ 
ment relief, 248 

l’ay-a.s-you-cam, 99 
Bay-roli Tax, 9, 45, 49, 67, 150, 2(i5-66 
Tiuinsylvania. low debt charges in, 64 ; Tax 
Institute, and definition of a tax, 50 
tensions, capitalising liability for, 217. 

*S'pf also Old-Age Pensions 
Per capita payments to States from (V>m- 
monwealth. 112-13 

Personal Income 3'nx, avoidance and 
evasion of, 229, 232 n. ; iK'st form of 
taxation, 13, 225. 251 ; exemptions, 00, 
189, 252 ; Federal and State, 4, 5-6, 41- j 
42, 81-82, 93, 116-18, 188, 251, 253-54; I 
municipalities levying, 81, 194 ; rates of, ! 
174 ; role of, during prosperiiy and , 
ensuing crisis, 10, 236; shifting and 


incidence relative to, 11, 251-52; short¬ 
comings of, 10, 251, 253 n. ; States 
levying, 46, 133, 158, 251, 254; sur¬ 
charge on, 174, 190-91, 217, 219; 
surmx on, 190-91 

Petrol Tax, 175, 218. Sec aim (lasoline Tax 
Pietermaritzburg, eonijamsation U>, 159 
Plumptre, (\nlrnl Banking in the Briiiah 
1(K) n. ; Mt}l)iH2ing ('anada'^ 
JUmurrrs f(tr U’ur, 94 n., 102 71. 

Police, ix^sponsibility for exjienditurovS on, 
167, 187 

]^>1I Tax. dwindling of, 45 ; small, levied by 
iminicipalitie.s, 85 

Pi>or Relief, Bominiun res|Mmaibility f(»r 
unemploynnml and, 248; irregular, 
156 : sales tax a levy for, 265 ; Stale 
responsibility for, 143, 155, See aho 
Social Services 

Post-War Reconstruction. See Reenustruo- 
tum, l* 08 l-\Viir 

Prairie Piovinees. dopression and the, 71- 
72. S(( aim under AHn'rla ; Manitoba ; 
Sa,sUjilclu‘wan 

Pnmiuus' (V)nf('reiHeH, 6, 111. UK, 268 
Priiicc ICdwanl Island, high Federal subsidy 
to, 85 

Prnate enter]>riKe r Stale lonlrol and iii- 
\cstmenl, 233-34 
Piivilege Taxes, 258 

Profits from sale of hind, tax on, 174 ; 
normal or standard. 259 ; taxes on, 99, 
258-59 ; Trade Protils S|)ecwil B^y, 
174 ; unilistribiited, lax on, 43. See 
also Excess Prolith 3'ax 
ITogrf'swive taxes, cr)nipared, 249-57 ; de¬ 
fined, 9-10, 12 ; elTect on IF.S.A. n^venue 
.sy.stcm, 43-45, 49; elTeets on AuHtriilinii 
Stales’ rev(‘jiucs. 133. 134 ; inc'oino tax 
rutes steepened, 190-91 ; war exjwuKliture 
leads to l(»\ying of more, 150. 173 
Projjerty, Church, and taxation in Quel>cc, 
85 ; transfer diJt\ on fixed, 157 
ProjMirty and Ci^'il Rights in the Pro¬ 
vinces ”, c’laus(‘ of British North America 
Act, 74 

ProjHwty Tax, analysis of, and recoinrnenda- 
tions for improvement of, 269dl 1 ; as.sess- 
inenl, 156, 260; exemptions, 85, 261; 
grants to ligliten burden of local, 226, 
261 ; largt^st single source of revenue, 
43, 47, 260 ; local revenues from, 3, 40, 
43, 45-48, 66-67, 133, 156, 197 ; Pro¬ 
vincial or State revenues from, 46, 49, 
66, 85-86, 133. 197 ; regressive nature of, 
48, 133 ; relioqui.shed by U.S.A. States 
to fiocal Authorities, 66-67, 223-24 
Proposals for Indian. ConstItntional Reform 
(White PajMT, 4268, 1933), 189 n. 
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Protection policy, Australian, 106-7, 109; 
to manufacturing industry in South 
Africa, 152 

Provincial autonomy, financial proposals, 
226-32 ; recommended in preference to 
centralisation, 237-40, 249 ; social service 
development through, 227 
Provincial Finance Commission, 1933, 6 
Provincial Premiers’ Conference, in Canada, 
92, 241, 268 

Provincial Subsidies and Taxation Powers 
Amendment Ad, 1925, 158 
Provincial trade t)ari'ier8, 106-7 
Provinces. A’pc Government ; States (or 
Provinces) 

Public Debt. Sbc Debt, Public 
Public Health. tSee Health, Public 
Public Kovenuea, co-ordination of, and re¬ 
allocation of functions, 224-.‘10 
Public Utilities, as part of revenue system, 
9 ; ns potential source of revenue for 
Local Aiithorilies, 260 ; as source of 
municipal revenue, 191, 203; niixeil 
State and Local (La eminent lonlrol of, 
134-37 ; receifits lesseii prciionderanee of 
property taxaiioii, 47 
I’ublic Works, 34, 39, 58, 87, ItIH 
Publii' Works Aominislration, 34 
“ Pump-priming ” theory, 33, 36, 39, 63 
Pyramided taxes, 82, 265 

Quebec, econoinicallv allied to Sas- 
katelieuan, 71 ; income tax in, 79 ; iou 
p(‘r rapitn debt in, 93 ; uiiiiiue position of 
Chiirili and taxation, 85 

Hailway and Harbour i' und, 156-57, 169 
Kailvays, and agiiciillviral policy in South 
Africa, 152; aniniilit'si, 216; Canadian 
National, 71, 72, !)6 ; Indian, source ot 
revenue for Central Gov eminent, 184, 
197, 211, 213. iSfc also Transportation 
Heal (‘state, assi'H.siiK'iit probleiriH of, 156, 
256 ; exemptions from tax on, 85, 261 ; 
protests against burden of taxes on, 256 ; 
provinces allocated tax on, 158 ; tax on, 
, 46, 85, 132, 133. 191, 197 ; taxes offered 

for relief of, 86 ; taxes on transfer of, 
157. AV(’ aldo Land Taxe.s; Property 
Tax 

Reconstruction, Post-War, fund for post¬ 
war Indian industry, 220; increased 
importance of Commonwealth in plans 
for, 121-22 

Reconstruction Finance Corporation, 56, 64 
Recovery, business, 232-34, 258 
Regional income. Sec National income 
Regressive taxes, consumption taxes are, 
261 ; defined, 9 ; effect on Australian 


revenue system, 132-33; effect on 
Canadian revenue system, 79, 82 ; effect 
on Indian revenue system, 196-97 ; 
feature of Local Government revenue 
systems, 48 ; percentages of, 79, 82, 132- 
133, 164; slight predominance of, in 
South African revenue system, 164 
Relief, lack of schemes for, in India, 204 ; 
responsibility for, 51-52, 56-59, 73, 74, 
91, 92-93, 143, 156 ; social security and, 
57, 68, 74, 87, 143. See also Poor Relief ; 
Unemployment Relief 
Report of Royal Commission on Dow in ion- 
Provincial Rdatinns, 3 n., 10 n., 14 n., 
75 ri., 79 n., 83 n., 87 n., 237, Appendix I 
Reports of Commonivealth Grants Commis¬ 
sion, 5, 105/1., 106/1., 107/1., 112 n., 
115 M., 142 n. 

Research, 235, 240, 259, 208, 269 
Retail Sales Tax, General, 263-65 
Rigidity in tax structure, 224, 226 
Roads, and railways, competilion between. 
72 ; control of Centre with regard to, 
159 ; inefficiency of Ne>v York responsi¬ 
bility for rural, 48 ; outlays on, yield 
social jirofits, 236 ; variation in responsi¬ 
bility for, 87-88, 98, 134, 143, 211 
Roos, Mr. J. do V., Chairman of Provincial 
Finance Commission, 1933, 6 
Roosevelt, F. 1)., and Acts to make worker 
more secure, 33-34 ; and the Constitution, 
31-32; and defii it financing, 63-64; use of 
prevsidential position to secure legislation, 
34 

Hosinger, L. K., Japan as an Economic 
Poirer, 184 n. 

Royal Coinniission on Dominion-Provincial 
Relations, important recommendations 
of the, 92-93 ; on centrali.sed responsi- 
liilit}" for unemployed, 248 ; on iiersonal 
ineome taxes, 82, 252 ; reason for appoint¬ 
ment of, 3-4; recommendation that 
provinces withdraw' from corporation 
taxation, 259; Report of, see Report of 
Royal Commission tm Dominion-Pro¬ 
vincial Relations 

Sales Tax, as revenue producer, 46, 79, 86, 
96, 113, 196, 197, 263-64, 265 ; efficiency 
and equity of, 261, 263-65 ; estimated 
coat to rich and poor, 82, 265 ; form of 
excise tax levied by Commonwealth, 111, 
115, 118 ; municipal revenues from, 96 ; 
regressive in effect, 82, 261, 265. See also 
undf>r specific name of tax 
Salt Ta!x, 192, 197, 218 
Saskatcliewan, economically allied to 
Quebec, 71 ; income and the depression 
ill. 72, 80 ; income tax in, 79 
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S&vingSf sompulBory, as alternative to 
income tax, 217 ; inadequacy of volun¬ 
tary, 173; low war savings aiding 
inflation, 219 ; part of income tax treated 
as compulsorj", 99; progressive tax 
system bearing heavily upon, 9 
Schools, expenditures on, 69, 88, 167-68, 
207-8. See also Education 
Scullin, Bight Hon. J. H., on Commit 
to consider uniform income taxation for 
Commonwealth, 6, 117 
Sectionalism, 19 

Securities guaranteed by Government, 64-65 
Soligman, Professor E. H. A., on ehaiiging 
function of layers of Govenimont, 16; 
on drift towards centrolisalion, 16 ; on 
property tax, 260 ; on supplements, 226 ; 
The Co-ordinaiion of Rfreniirs, 

Eronomic Essays in honour of (lustav 
Cassel, 226 a. 

Senate Document No. 69, 7Sth CougreHs; 
Beporl of Six^cial (Committee on Intrr- 
governniental Fiscal Kflahon'i th 

223 a., 227 ?i., 2'.U »i., 237, 
241 n., 248 n., 253 a., 254 w., 257 v 
259 ?n, 262 a., 203 n. 

Shifting and ineideiiee (d taxation, II, 191, 
251, 256, 258, 261, 2G3, 265 
Shipjiiiig and the cdTcet of iir on Australian 
eeonomy, 109 

Shirras, G. Eindlay, \a/ior/ol Jviome, Her. 
Iniervat. Ivst. Sffdistir'^, 178 n. ; 
and Kindred Evontomr Ptublems in India, 
179 ri. ; Science of J^ubhe Finance, 37 n., 
179 It., 239 //., 256 7/., 265 n. ; The 

Burden of Briti.sh Taxafion, xiii n., 50 n. 

“ Silver ’ States, elleet on finanuial })oliev 
of, 19 n. 

Singei, hi. \V., The, Hinnan li ar Erowe///?/, 
175 71 . 

Sixteenth Ameiidirient, 30 
Smith, Adam, and jirogressive taxation, 
10; on inequality of taxation, 243; on 
tax justice, 12 ; Wealth of Nations, 3 n. 
Social Security, evolution of, shatiiTs old 
division of powers in Canadian I’edora- 
tion, 91 ; family endowment for, 143, 
143 n. ; measures. Federal expenditure 
on, 56-57 ; a national problem, 230, 245, 
248; responsibility of States or Pro¬ 
vinces for, 51, 83, 85 

Social Security Act. 1935, 2, 9, 33, 67, 228 
Social Sorviees, and relation to borrowing, 
15 ; exjiendituro on, 51, 56, 87, 91 n., 
143, 204, 245-49 ; expenditure regarded 
as developmental, 15, 57. See also 
Education; Health, Public; Old-Age 
Pensions ; Poor Belief ; Relief ; l^nem- 
ploymeiit Relief 


South Africa, Government revenuea and 
expenditures, 159-08; high foreign in¬ 
vestments in, 153 ; national economy, 
151-53; public debt, 169-71; South 
Africa Act, 154-59; lax structure as 
affected by the war, 171-75 
South Africa Act, 1909, 154-59 
South Australia. \ulnerahiUty to price de¬ 
pressions of, 104 

South Dakolti, high debt ehargos m, 64 
S}H>cial Comiiuttec on Intergov^-rnmcntal 
Fiscal Relations, on centr/d collecting of 
death taxes, 257 ; on Federal assisto-neo 
for unemploA luenl, 248; on federalisa- 
tioii of husiness taxes. 259 ; on fiscal 
iiHle|H*iideiu:c, 223 ; on grants-in-aid for 
education, 227 ; on joint administration, 
254; on multiple taxation, 231 : need 
for, 5 ; on puhlie oflieials regarding 
governmental syst-em as a unit, 241 ; on 
revolution in finaueial thought, 239 ; 
on stock transfer tax. 262; rceommends 
a Federal-State Authority, 239, 249, Ap- 
(M'lulix 11 ; nM'ominends no one plan 
of iotii])l(de eo-ordination for FrMierral 
linaneial sn stem. 267 
Spending, Government. Government 
expenditures 

Spooner, Mr., on C'lnumitt^Hi to consider 
uniform inioine taxation for t'*ommon- 
Wf'ulth, 6. 117 

State loiitrol and invr'stment /'. private en- 
U‘il>rise, 233-34 

States (jr ProMiiees), almorinal iletieits of 
Australian, due to depression, 114-15; 
and local tax jiowms and authorities. 
J34, 22() ; and proteidiori polit y, 105-7. 
229, 232 ; us j/rogreHsivi' elmnent in 
AiiMtruliaii rrvemie system, 132 ; changes 
in taxes levied by, 45-46, 49, 86-87. Ill, 
157-5H ; debts and debt charges of, 4, 
114, 140-42. 169. 213-14; dislnhution 
of fiinrlions of. 16, 71. 134-37, 156, 167, 
230; expenditures compared with those 
of eeiitrul authority, 36, 71, 96, 138-40, 
204; grantH to Local Aulfiorilies from. 
47, J33, 220; ineomo tax, 5-tJ, 46, 81, 
133, 189, 225, 251-54 ; rnahijsirjhution of 
wealth iinuiiigst, 231 : marginal, of 
Australia, problems of development of, 
104 ; overlapping h^idcral and State lax 
powers, 3, IB, 67, 81, 224-25, 262; 
overlapping Local ami Stab* tax powf‘rs, 
47, 66, 260 ; piohlems of interstate rela¬ 
tions, 230-34 ; property tax relinquished 
in U.S.A. to Local Govemraont.M, 46. 49, 
66-67, 223-24, 260 ; sharing revenues, 5, 
113, 192; social security responsibility 
and, 51, 83, 85 ; sources of revenue of, 



376 


FEDERAL FINANCE IN PEACE AND WAR 


9, 45, 46, 52, 85-B6, 133, 158, 191, 258; 
Htability in finance of, 95 ; subsidieB and 
grants from Centre to, 2, 4, 71, 111, 133, 
155, 157, 161, 192, 226-27 ; supplements 
added to taxes levied by Centre, 225-26, 
259 ; tax distribution, 43, 46, 49, 73, 74, 
111, 119, 156-58, 191-92. fifee also 
Government 

iStat4?s Premiers’ Conferences in Australia, 6, 
111, 118, 268 

Sterling debt, repatriation of, 95-96, 171, 
210-17, 220-21 

tStock Transfer Tax, 45, 66, 229, 262-63 
iStone, 11., “ The National Income, Out¬ 
put and Expenditure of the U.S.A., 
1929-41 ”, Kronojnic JoUTnal, 20 w., 
21 fi., 37 n. 

•Subsidies, Australian States’ policy of pro¬ 
tection through, 105-7 ; based on 
expenditure, 157; ( ondilional, 74, 75; 
exchanged for grants to Canadian 
J^rovinces, 93 ; Provinces relying on, 
155, 192 ; to farmers, cause food surplus, 
171. iSVc a/so Grants 

Successinn Duties, a progressive tax, 10, 
14, 255-56; doulile taxalion or, 256; 
Federal v. Provincial levying of, 255-57. 
aSV'C also Death Tfixt's ; Estate Tax ; 
Inheritance Taxes 
Hupertax, 219 

•Supplements, jiower of •States to add, when 
Federal GovTriimeiit is primary (‘olleeting 
ag(uit, 226 

•Surcharge on inronie lax, J 90-91, 217, 219 
•Surplus lieveiiue Act, 1910, 113 
•Swedc'n, two annual separate lludgets in, 
236 

•Switzerland, centralisation of finance in, 
228 ; lax system of, 244 

Tables, claa.sification iii, 11-15 
Tangilile property, 14, 85, 133, 157, 197, 
256, 260 

Tariffs, and Canadian exporting industries, 
72 ; elleet of Indian, on Pritaiirs exports, 
184; in Australian States, 105-7; lack 
of interstate, in Uniteil States, 22-24; 
}joliey in South Africa, 152 ; taxes v\hieh 
function as, 229, 232 

Tasmania, developmental prohlems of, 
104 ; phenomenal debt charge losses in, 
147 

Tax, avoidance, by migration, 2,53 ; defini¬ 
tion of a, 9, 50 ; evasion, 224, 262, 263, 265 
Tax Policy T^eague, Tax Jlelutions arnortff 
Oovervwen/al Umis, 3 n. 

Tax Si/stv7as of the Worlds annual publica¬ 
tion of Tax Heseareh Foundation, 241 n., 
244 260 u., 263 n. 


Tax Yields, Annual Collection of Tax 
Institute of University of Pennsylvania, 
241 n., 265 n. 

Taxation, ability to pay, 10, 13, 99, 117, 
225, 231 ; and dominant Central Govern¬ 
ment, L57-59, 161, 163, 168 ; as means of 
stimulating investment, 236-37 ; as per¬ 
centage of national income, 37, 39, 68, 
175 ; based on costs rather than on sur¬ 
plus, 13, 83, 197, 251 ; best form of, 13, 
225, 251 ; buoyancy of, in South Africa, 
173 ; burden for lower income groups, 
249, 252, 261, 265 ; cardinal principles 
of, 10-11, 12-14; competition among 
co-ordinate governmental units, 229, 232 ; 
competition and co-opcrabioii among 
taxing authorities, 222-32, 238-40; com¬ 
pliance, 252, 258 ; concealed, 11-12, 82, 
258, 263, 265 ; conflicts, solutions for, 
224 29 ; credit system, 16, 228, 257, 262, 
266; direct v. indirect, 11-12, 101, 109- 
110, 111-12, 127, 226; distribution of, 
among variou.s layers of Government, 3, 
14, 49, 111-12, 222-24; double, 81, 93; 
efficiency in. 164, 224, 251 ; exemjitions 
from, 99, 189, 229, 232, 252, 257, 261 ; 
future policy for, 237 ; inflation and, 34, 
69, 95, 102, 217, 219, 235 ; interstate 
problems of, 16, 67, 105-7, 224, 230-32, 
256, 258 ; levied for purposes other than 
revenue, 49-52, 101, 219, 229, 232, 259; 
multiple, 230-32, 254 ; need for change 
of attitude towards, 239-41 ; number of 
jiiri.sdictions, 3, 47-48, 66, 229 ; number 
of taxes levied, 7, 66 ; overlapjung juria- 
dictioiiH, 3, 16, 47, 66. 81, 229; over¬ 
lapping taxes, 3, 66-67, 224, 229, 249, 
251-54, 256, 258, 262. 263 ; protective 
tariffs, 100-7, 109, 232 ; revolutionary 
changes in, 3. 49, 66 ; separation of 
sources, 186-88, 224-25, 262; sharing of 
revenues, 41, 47, 188, 225-26; shifting 
and incidence of, 11, 191, 251, 256, 258, 
261, 263, 26.5 ; single administration and 
shared taxes, 226 ; standards for a sound 
.system of, 12-14, 225 ; •State wide busi¬ 
ness and, 258-59 ; tax exemption as 
reason for industrial locations, 232 ; 
territorial inequality of Canadian, 82 ; 
the ideal tax, 218 ; r. loans as major part 
of costs, 69, 96, 99, 150, 172-73, 
218 

Taxes, lamefit, 9, 45, 67, 260, 263, 265-66 ; 
consumption, 49, 133, 196-97, 261-65 ; 
corporation, 4, 5, 42, 43, 45, 67, 86, 93, 
97, 99-100, 132, 133, 158, 173, 174, 219, 
224, 258 ; customs duties, 43, 45, 79, 95, 
109-110, 113. 118, 133, 187, 197, 223 ; 
death, 4, 5, 10, 13, 16, 43, 45, 49. 82. 118, 
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m. 174 , 188, 191, 192, 228, 266-57; | 
deferred, 99; entertainments (and amuse- | 
ments), 101, 118-19, 168 ; excess profits, j 
13, 99-100, 160, 174, 218, 219, 259 ; mar- 
garine, 232 ; motor vehicle, 9, 43, 46, 
101, 158, 263 ; on capital, 83, 188, 259; , 
on foreign dividends, 79 ; on gold mining, 
152, 174 ; on profits from sale of land, I 
174 ; pay-roU, 9, 45, 49, 67, 150, 265-66 ; | 
poll tax, 45, 85 ; p>Tamided, 92, 265 ; 
severance, 46; terminal, 188, 192, 194; 
turnover, 264. iSee aim Liquor Tax; 
Personal Income Tax ; I*roporty Tax ; I 
Sales Tax 

Tennessee, high debt charges in, 64 
Tennessee Valley Authority, 31, 58 I 

Terminal Tax, 188, 194 | 

Texas, severance taxes in, 46 I 

The A usiraliav Tariff, an Econmn ic Kyupnnj, 
by Professors Copland, Giblin and Brigden I 
and Messrs. Dyason ami Wiekens, IfKi, 1 
106 n. ^ I 

Tobacco, taxes on, 3, 45, 49, 07, 97, 175, l 
219, 229, 262 ^ 

Towns. See Munii ipalities 
Trade Profits Special Ixwy, 174 
Transportation, competition between rail¬ 
ways and roads, 72 ; development of, 87- 
88, 104, 181, 211; c'lTccts of national 
policies on, 23, 72, 134, 152, 211 ; special 
freight rates for agriculture, 152, 164, 
168 ; variation in contrcjl in Australia, 
134. See also Highways; Railways; 
Roads 

Turnover Tax (General Sales Tax), history 
and present jiosition of, 263-64. See aim 
Sales Tax 

Unclistributi*(l I’rolits Tax, 43 
Unemployment, benefit tax, 9, 07, 266; 
insurance, 4, 57, 74, 92, 264 ?i. : little, 
in pre-war South Africa, 171 ; national 
investment policy and, 232-34 ; public 
works expcuiditiire for, 34, 39, 58, 87, 
168 ; structural, 233 

Unemployment Relief, centralisation of 
responsibility for, 4, .56, 57, 92, 230, 245, 
248 ; expenditures on, 2, 57, 87, 91 w., 
143, 204; very ‘^inall exjK‘ndituri‘ on, 
166, 204. See aim Relief ; Social Sorviei‘s 
“ Unification by finance '’,117 ' 


United States, eonclusions fron,. study of 
United States finance. 65-69; Uonslitu- 
tion of the. 28-34 ; economy in war-time, 
25-28; Government expi>ndiiur<^s. 52- 
60, Government revenues. 40-52; 
Government revenues and exj.K‘nditures, 
34-40; indirect debt, 64-65; national 
econoin\, 17-25 ■ po[)ubition, 18 ; public 
debt, 60-64 

Use taxes, sales and um\ 46 
U.S.S.R., budgets of the, 244; centralisa¬ 
tion of finance m, 228 ; turnover lax in 
the, 264 

Vehicles Tax, 158. 194, Ste also Motor 
Vebii'les Tux 

Vene/uiela, State and municipal taxation of 
little importance in, 244 
\5etoria, Prernu'r of. on its jinident finance, 
116 

Wages and Hours Act, 33 
Wagner Ai 1 and Amending .\cta, 33 
War, cosiK, financing of, 68-69, 96-100, 101- 
102, 112, 144, 1.50, 173, 217-20; elfect on 
public debt, 68, 95-96, 144, 171-72, 216; 
expenditures, 36, 68-69, 76-77, 149-50, 
161, 171, 207 ; expenditures relative to 
national incomes, 25 27, 37-39, 150, 161, 
171, 175, 207 ; increased importance of 
(Vntre due to, 94-95, 149, loO, 238; 
yioleutial, 27-28 ; iiredomiriance of 
Fedi'ral (Government iiiinecessary afk'r, 
249; jiroductioii, 68, 94, 109, 150; 
quickened demand for hetU^r Federal 
financial policy flue to, 243 ; resilifuicy of 
United State's finance to, 68 
Water supply and sewerage, divergence of 
financial r(‘Sj)()nHil>di1y in Australia for, 
134-37 

Western Australia, jiroblenis of setting up 
infant industries in, 106; n^ckless 
financing of wheat in, 104 
Wheat ami vulnerability of (>anadian Na¬ 
tional Economy, 71 

AVillcox, F. W., /riternational jMif/ratinns, 
176 n. 

“ Windfall ” income, 259 
Workmen’s (’onijiCTisation sebeme, 264 n. 
Works Progress AdminiHlration (W.P.A.), 
34 
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